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FOREWORD 

Th is  study on small business was undertaken i n  response t o  Senate 
Concur rent  Resolution No. 102, S.D. 1, a n d  House Resolution No. 260, H.D.  
1, adopted d u r i n g  t h e  1987 legislat ive session. 

T h e  repor t  ident i f ies and reviews problems and issues o f  h igh  p r i o r i t y  
concerns o f  small businesses i n  Hawaii and ex is t ing  business programs and 
services available t o  small businesses in  t h e  State, as well as ident i f ies and 
reviews var ious business development programs and services f o r  small 
business which have been established in  o ther  jur isd ic t ions.  

We wish t o  express o u r  sincere appreciat ion t o  t h e  many indiv iduals a n d  
organizat ions who have generously cont r ibu ted t h e i r  time, cooperation, a n d  
assistance t o  o u r  e f fo r ts  in conduct ing th i s  s tudy .  We wish t o  also extend 
o u r  special t hanks  to  M r .  Thomas J. Smyth, Division Head, Business and 
I n d u s t r y  Development Division, Department o f  Business a n d  Economic 
Development; Ms. Bet te Tatum, Chairperson, Governor 's  Small Business 
Adv iso ry  Committee; and M r .  I v a n  Hankins, Assistant D is t r i c t  Di rector  f o r  
Finance and Investment, U.S. Small Business Administrat ion, Honolulu D is t r i c t  
Office, whose cooperation and assistance were invaluable. 

Samuel B .  K .  Chang 
Di rec tor  

January  1988 
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Chapter  1 

INTRODUCTION 

D u r i n g  t h e  1987 Regular Session, the  Legislature adopted two 
resolutions, Senate Concur rent  Resolution No. 102, S.D. 1, and House 
Resolution No. 260, H.D.  1 (copies o f  which are included as Appendix A) ,  
re lat ing t o  t h e  state o f  small business i n  Hawaii. '  The resolutions requested 
t h e  Legislat ive Reference Bureau [hereaf ter  "Bureau") t o  conduct a broad 
s tudy  t o  ident i fy ,  examine, and propose solutions t o  h igh  p r i o r i t y  problems 
and issues o f  small businesses and t o  consider t h e  fol lowing subjects i n  
par t icu lar :  

(1)  Small business incubators; 

(2)  Business incent ive programs; 

(3) Small business development centers; 

(4) One-stop permi t t ing  and f inancial  assistance centers; 

(51 Regulatory f l ex ib i l i t y  legislation; 

(6) Ut i l i z ing  t h e  expert ise o f  t h e  p r i va te  sector to  develop appropr iate 
cur r icu la  f o r  en t repreneursh ip  education; and 

( 7 )  Ident i f icat ion o f  government policies t h a t  specif ical ly relate t o  small 
business. 

T h e  resolutions also requested t h e  Bureau t o  consult  w i th  various 
government agencies and business organizations.' 

Methodology 

Due t o  the  l imits o f  time, instead o f  at tempt ing t o  organize and convene 
the  " a d  hoc ci t izen's panel re fe r red  t o  i n  H.R.  No. 260, H.D.  1, t he  Bureau3 
incorporated w i th in  th i s  repo r t  a b r i e f  summary on t h e  s t rengths  and 
weaknesses of Hawaii as a business location, based upon t h e  f a i r l y  recent 
repo r t  o f  t he  Governor 's Committee on Doing Business i n  Hawaii,' which i tse l f  
was an advisory committee represent ing a broad range o f  business 
organizations in the  State. 

T h e  pr imary  focus o f  t h i s  s tudy  includes: ( I )  i dent i fy ing  issues and 
problems o f  h igh  p r i o r i t y  t o  small business i n  Hawaii; (21 i dent i fy ing  ex is t ing  
government and p r i va te  programs and services f o r  small business i n  Hawaii; 
(3) ident i fy ing  state laws, rules, o r  policies specif ically re lat ing t o  small 
business; (4) i den t i f y ing  o ther  states' programs and services re lat ive t o  
small business incubators, small business development centers, one-stop 
permi t t ing  centers, regu la tory  f l ex ib i l i t y  legislation, entrepreneur ia l  
education, and o ther  business incent ive programs and services. 
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lnqu i r i es  were  sent t o  t h e  local business organizat ions which t h e  
resolut ions requested t h e  Bureau t o  consul t  w i t h  i n  p repa r ing  t h e  s t u d y .  
T h e  organizat ions were asked t o  ascertain f rom t h e i r  members: (1 )  issues 
and problems o f  h igh  p r i o r i t y  t o  those members; (2) any  laws, rules, o r  
government  policies perceived t o  be ove r l y  burdensome, impractical, o r  
unnecessary f o r  small businesses; and (3) services p rov ided  b y  t h e  
organizat ion.= Personal in te rv iews were conducted w i t h  representat ives f rom 
several business organizat ions, inc lud ing  T h e  Chamber o f  Commerce o f  Hawaii, 
t h e  Honolulu M ino r i t y  Business Development Center ,  and  t h e  Governor 's  Small 
Business Adv i so ry  Committee. 

l nqu i r i es  were also sent t o  those state and o the r  governmental agencies 
ident i f ied  i n  t h e  resolut ions as agencies w i th  wh ich  t h e  Bureau should 
consult, request ing  information on any laws, rules, o r  policies administered 
b y  t h e  agencies which re late specif ical ly t o  small business, o r  t h e  types  o f  
programs o r  services available t o  small business, o r  b o t h . 6  I n  addit ion, 
personal in te rv iews were held w i t h  several representat ives f rom government 
agencies, i nc lud ing  t h e  Department of Business and  Economic Development, 
t h e  Department o f  Education, t h e  H igh  Technology Development Corporation, 
and t h e  Un i ted  States Small Business Administrat ion, Honolulu D is t r i c t  Of f ice.  

For  t h e  purpose o f  t h i s  s tudy ,  re lat ive t o  inqu i r ies  sent t o  state 
government  agencies, "small business" was def ined as any  f o r - p r o f i t  business, 
including, b u t  not  l imited to, any  sole propr ie to rsh ip ,  par tnership,  
corporat ion, jo in t  venture,  association, o r  cooperative, which, inc lud ing  i t s  
aff i l iates, has less than 100 employees ( f u l l -  and  par t - t ime),  and which is no t  
dominant i n  i t s  f i e l d .  A small business concern is no t  "dominant i n  i t s  f ie ld "  
when it does not  exercise a cont ro l l ing  o r  major in f luence on a statewide basis 
i n  a k i n d  o f  business ac t i v i t y  i n  which a number o f  business concerns are  
p r imar i l y  engaged. Factors tha t  may b e  considered i n  determin ing whether  
dominance exists,  a re  t h e  volume o f  business, number o f  employees, f inancial  
resources, competi t ive status o r  posit ion, sales t e r r i t o r y ,  ownership o r  
contro l  o f  materials, processes, patents, l icense agreements, and nature  o f  
business ac t i v i t y .  Business concerns are  "aff i l iates" o f  one another when one 
d i rec t l y  o r  i nd i rec t l y  contro ls  o r  has t h e  power t o  contro l  t h e  other ,  o r  a 
t h i r d  p a r t y  contro ls  o r  has t h e  power t o  cont ro l  bo th .  Contro l  can b e  
exercised t h r o u g h  common ownership and common element. 

With rega rd  t o  o the r  states' programs and  services re lat ive t o  (1) 
regu la tory  f l ex ib i l i t y  legislation; (2) one-stop pe rm i t t i ng  centers; (3) small 
business development centers; (4) en t repreneursh ip  education; and (5) 
business incent ives such as business incubators, v e n t u r e  capital programs o r  
legislation; inqu i r ies  were sent t o  t h e  o the r  49 states. '  

O the r  data ga ther ing  act iv i t ies, i n  addi t ion t o  review of materials 
p rov ided  b y  t h e  p r i v a t e  ent i t ies and government agencies which responded, 
inc iuded t h e  rev iew o f  w r i t t en  material such as repor ts ,  studies, periodicals, 
newspaper articles, law review art ic les, and business catalogs per t inent  t o  
small business o r  economic development, o r  both.  



I N T R O D U C T I O N  

Organizat ion o f  t h e  Report  

T h e  repor t  is organized as follows: 

Chapter  1 introduces t h e  repor t  

Chapter  2 discusses small business and i t s  impact on the  economy as well 
as pol icy considerations i n  deveroping business development incent ives. 

Chapter  3 discusses various business incent ive programs and services 

Chapter  4 discusses the  past  and c u r r e n t  problems and issues o f  small 
businesses. 

Chapter  5 contains f ind ings  and recommendations, followed b y  
appendices. 



Chapter  2 

SMALL BUSINESS AND I T S  IMPACT ON THE ECONOMY 

Economy of t h e  State 

A n  ind ica tor  o f  a state's general economic health is t h e  Gross State 
Product  (GSP) ( to ta l  money value f o r  all goods and services produced i n  t h e  
State d u r i n g  one yea r ) .  I n  1986, Hawaii experienced a f o u r  p e r  cent  real  
increase i n  t h e  value o f  goods and  services produced over  t h e  1985 GSP.'  
Pr imary con t r i bu to rs  t o  t h a t  g r o w t h  were t h e  tour ism and  construct ion 
industr ies,  i n  which v i s i t o r  spending and  construct ion expendi tures accounted 
f o r  approximately $5.7 b i l l ion and  51.8 bi l l ion, respect ive ly . '  

For  t h e  past  several years t h e  nonagr icu l tu re  wage and salary job coun t  
has steadi ly cont inued t o  increase whi le t h e  ag r i cu l t u re  wage and salary job 
count  has cont inued t o  decline. I n  1986, p re l im inary  data indicate the re  were  
approximately 11,400 or 2.7 p e r  cent  more nonagr icu l tu re  wage and salary 
jobs, and  250 less ag r i cu l t u re  wage and salary jobs, as compared t o  1985. 
The  tota l  number o f  nonagr icu l tu re  wage and  salary jobs were approximately 
437,200 f o r  1986, and  425,750 f o r  1 9 8 5 . V o r  t h e  same years, t h e  to ta l  
number o f  ag r i cu l t u re  wage and  salary jobs were 10,400 a n d  10,150, 
respect ive ly .  

As a resu l t ,  t h e  State's c iv i l ian  unemployment ra te  has also improved 
steadi ly f rom 5.6 p e r  cent  f o r  1985 t o  4.8 p e r  cent  f o r  1986. The  most 
recent  avai lable information f rom t h e  Research and  Stat ist ics Of f ice of t h e  
state Department o f  Labor and Indus t r i a l  Relations, reveals a 3 .8  p e r  cent  
unemployment ra te  f o r  t h e  t h i r d  qua r te r  o f  1987.' 

Federal defense spending decl ined approximately 9 p e r  cent  i n  1986 f rom 
approximately $1.965 b i l l ion i n  1985 t o  approximately $1.785 b i l l ion i n  1986.' 
"The  p r imary  cause of t h e  decline was a 30 percent  d r o p  i n  defense spending 
f o r  local ly purchased goods and serv ices . .  . [However,]  [ f l ede ra l  construct ion 
contracts showed an increase o f  36 percent  in 1986, ind icat ing t h a t  local 
defense cons t ruc t ion  spending may bounce back [ f o r  1987.]"9 For the  same 
period, d ivers i f ied  ag r i cu l t u re  ( inc lud ing  t h e  self-employed) and t h e  sugar  
g row ing  and processing indus t r ies  experienced a d r o p  i n  employment o f  7.4 
p e r  cent  and 3 p e r  cent, respect ive ly . "  

On t h e  o the r  hand, a t  least two sub- indus t r ies  experienced employment 
g r o w t h  i n  1986. Pineapple growing and processing recorded a 4 p e r  cent  
increase, and  d ivers i f ied  manufactur ing recorded a s l i gh t  increase o f  over  1 
p e r  cent.  

O the r  economic ind icators p rov ide  f u r t h e r  evidence of a g row ing  economy 
i n  1986 as compared t o  1985 w i t h  an increase i n  personal income o f  6.1 p e r  
cent  f o r  t h e  f i r s t  t h ree  quar te rs  o f  1986; consumer pr ices increased on ly  2 .4  
p e r  cent, t h e  lowest since 1983; business ac t i v i t y  (volume o f  taxable 
transact ions subject  t o  state excise and use taxes) increased approximately 7 
p e r  cent;  recorded mortgages increased approximately 63 p e r  cent; and t h e  
number o f  v is i to rs  a r r i v i n g  in Hawaii increased approximately 15 p e r  cent .  
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In 1986, t h e  services and t r a d e  (wholesale and reta i l )  indus t r ies  
cons t i tu ted  approximately 65 p e r  cent  o f  t h e  tota l  wage and  salary jobs i n  
Hawaii. A breakdown o f  t h e  n u m b e r  o f  jobs and corresponding percentages 
b y  i n d u s t r y  is p rov ided  below i n  Table 1: l 2  

Table 1 

BREAKDOWN OF NUMBER OF JOBS AND 
CORRESPONDING PERCENTAGES B Y  INDUSTRY 

Indus t r y  

TOTAL 

Number Per 
o f  Jobs Cent - 

A g r i c u l t u r e  (sugar, pineapple, and d i v e r s i f i e d  
a g r i c u l t u r e )  10,150 2.8 

Construct ion,  manufacturing, and food processing 51,200 14.0 
Finance, insurance, and r e a l  es ta te  32,900 9 .0  
Services 118,750 33.0 
Trade (wholesale and r e t a i l )  116,700 32.0 
Transportat ion,  communication, and u t i l i t i e s  33,950 9 .4 

A comparison o f  t h e  major indus t r ies  f rom 1970 t o  1985 indicates t h e  
services and t rade  indus t r ies  experienced t h e  most employment g r o w t h  w i th  a 
combined increase o f  12 p e r  cent, whi le  t h e  construct ion, manufactur ing, and 
min ing  indus t r ies  experienced an o f f - se t t i ng  11 p e r  cent  decline i n  
employment. A s l i gh t  gain i n  employment was experienced by t h e  finance, 
insurance, and real estate industr ies;  however, it was nu l l i f ied  b y  
corresponding declines i n  t h e  t ransportat ion,  communications and ut i l i t ies,  and 
ag r i cu l t u re  indus t r ies .  For  1970 and 1985, t h e  d i s t r i bu t i on  o f  p r i va te  
employment b y  i n d u s t r y  a re  as fol lows: 

Tab le  2 

DISTRIBUTION OF PRIVATE EMPLOYMENT B Y  INDUSTRY 
(1970 and 1985) 

I ndus t r y  

A g r i c u l t u r e  
Construct ion ,  manufactur ing and min ing 
Finance, insurance and r e a l  es ta te  
Services 
Trade 
Transportat ion,  communications, and u t i l i t i e s  

Source: Bank of Hawaii, Business Trends, January/Fsbruary, 1987 

It is ev ident  t h a t  a substant ial  por t ion  o f  t h e  p r i v a t e  sector jobs are  i n  
indus t r ies  such as services, which tend  t o  be  of lower-sk i l l  and  lower p a y  as 
compared to  h ighe r -sk i l l  and h i g h e r  pay ing  jobs in indust r ies  which a r e  
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producers  of goods and  p rov ide rs  o f  construct ion services. Fu r the r ,  
employment g r o w t h  which has been centered w i th in  t h e  serv ice indus t r ies  may 
b e  due  t o  t h e  increased g r o w t h  o f  t h e  tour ism i n d u s t r y .  However, 
employment g rowth  i n  t h e  serv ice indus t r ies  has i t s  disadvantages i n  terms of 
employee wages. According t o  a state economist, one o f  t h e  reasons t h a t  
Hawaii is a low wage state is t h e  increase i n  t h e  number o f  jobs created b y  
t h e  serv ice indus t r ies .  '' Fur the r ,  "Hawaii 's service-based economy has also 
created a low-wage base tha t  has had a domino e f fec t  on wages pa id  by 
employers i n  o the r  industr ies.  I f  a worke r  i n  re ta i l ing  earns $3.50 an hour,  
a small businessman is l i ke ly  t o  h i r e  a c le rk  o r  salesperson a t  t h e  same 
rate." '" 

T h e  dominance of t h e  v i s i t o r  i n d u s t r y  i n  t h e  State's economy is f u r t h e r  
exempli f ied b y  i t s  g rowth  i n  terms o f  i t s  share of t h e  State's GSP f rom 9 p e r  
cent  in 1963 t o  24 p e r  cent  i n  1983. l 5  Fur ther ,  o f f ic ia l  state project ions 
indicate tha t  wage and  salary jobs are  expected t o  g row approximately 37 p e r  
cent  f rom 412,200 in 7980 t o  564,300 i n  2005, o f  which a major i ty  o f  t h e  new 
jobs w i l l  be  i n  t h e  nonmanufactur ing and service indus t r ies .  l 6  

In addit ion, Hawaii's dependence on imported goods f o r  consumer 
consumption has increased t o  t h e  po in t  where many goods are  almost to ta l l y  
imported, ind ica t ing  a cont inu ing  decline i n  economic sel f -suf f ic iency.  I t  has 
been stated t h a t  " [ o l n e  o f  t h e  st rongest  ind icators"  of t h e  "overal l  t r e n d  o f  
decl in ing sel f -suf f ic iency"  i s  t h a t  "those economic act iv i t ies which have been 
ident i f ied  as hav ing  t h e  best  g r o w t h  potent ial  depend on overseas markets 
and decisions--tourism, federal  expendi tures,  t h e  f i lm i n d u s t r y ,  and  items f o r  
expo r t  f ru i ts ,  macadamia nuts, f lowers, Hawaiian apparel, tuna,  prawns, 
e t c . ) . " "  Factors which i n h i b i t  t h e  growth  f o r  overa l l  economic self-  
suf f ic iency inc lude " [ t l h e  lack o f  na tura l  and product ion  resources, a small 
local market  t h a t  cannot suppor t  large-scale, mechanical operations, and a 
lack o f  a large pool o f  laborers hav ing  specialized sk i l l s  requ i red  t o  p roduce a 
large va r ie t y  of goods.. . ." '' 

I n  summary, t h e  State's overa l l  economic p i c t u r e  shows a heavy 
dependence upon a few industr ies,  p r imar i l y  tour ism and related serv ice 
indus t r ies .  Projected g r o w t h  in these indus t r ies  indicates a cont inu ing  t r e n d  
towards th i s  dependence a f fec t ing  t h e  types  o f  jobs, personal income, and 
l i fes ty le  o f  Hawaii's people, which w i l l  ul t imately a f fec t  t h e  State's long- term 
economic health. 

Small Business and  I t s  Impact on the  Economy 

i n  1984, on  t h e  national level f i rms w i th  fewer than 100 employees, 
accounted f o r  33 p e r  cent  o f  a l l  jobs, and  about  50 p e r  cent  o f  al l  jobs i n  t h e  
construct ion,  wholesale trade, and  reta i l  t r ade  were i n  small  firm^.'^ in  
Hawaii, f o r  t h e  same year ,  f i rms w i th  fewer than 100 employees accounted f o r  
approximately 66 p e r  cent  o f  al l  jobs, and  cons t i tu ted  98 p e r  cent  o f  a l l  
business establishments. 

C u r r e n t  data f rom County  Business Patterns, 1985, on Hawaii's business 
establishments b y  employment class size indicate t h a t  businesses employing 
less than twen ty  employees account f o r  81.4 p e r  cent  of al l  business 
establishments. More than  one-half  of t h e  business establishments employ one 
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t o  f o u r  employees. Businesses employing less than  100 employees account f o r  
98.3 p e r  cent  o f  al l  business establishments. More than th ree- four ths  o f  al l  
business establishments are  located i n  t h e  c i t y  and county of Honolulu. T h e  
o the r  t h r e e  count ies were led by Hawaii and  Maui, each w i t h  approximately 10 
p e r  cent,  and Kauai w i th  approximately 5 p e r  cent .  (See Table 3 . )  

I n  1985, t h e  tota l  annual pay ro l l  f o r  al l  establishments i n  Hawaii 
amounted t o  $5,223,950,000, of which, 62 p e r  cen t  was a t t r ibu tab le  t o  
businesses employing less than  100  employee^.'^ These dollars, t o  t h e  ex ten t  
t h e y  a r e  subject t o  income taxes and  wh ich  cont r ibu te ,  t o  a degree, t o  excise 
taxes, represent  an important  source o f  revenue t o  t h e  State's cof fers.  

I t  is s igni f icant  t o  note t h a t  i n  each o f  t h e  six major i n d u s t r y  
classif ications, 95 p e r  cent  o r  more of t h e  tota l  number o f  business 
establishments in Hawaii f o r  1984 and  1985 had fewer than  100 employees. 
(See Table 4 . )  However, as ind icated i n  Table 4, f rom 1984 t o  1985 t h e  
services, t r a d e  (wholesale and retai l ) ,  and  t h e  construct ion,  manufactur ing 
and  min ing  indus t r ies  experienced a s l i gh t  increase i n  t h e  number o f  
establishments, approximately 4 p e r  cent, whi le  t h e  ag r i cu l t u re  services, 
f o res t r y ,  and f isher ies indus t r ies  experienced an o f f -se t t ing  decl ine i n  
number o f  establishments o f  approximately 3 p e r  cent .  

Another  ind icator  o f  business g r o w t h  is new business formation versus 
business f a i l u r e s . 2 2  Most c u r r e n t  available data f o r  Hawaii ind icate new 
business incorporat ions increased 8.1 p e r  cent  whi le business fa i lures 
increased a n  o f f - se t t i ng  9 . 3  p e r  cent  f rom 1984 t o  1985." On t h e  national 
level, a 5.3 p e r  cent  increase i n  new business incorporat ions, and a 9 . 5  p e r  
cent  increase i n  business fa i lures were reg is te red f o r  t h e  same period.' '  
Thus ,  apparent ly  f o r  Hawaii, t h e  generat ion of new jobs b y  new small f i rms 
almost of fsets losses due  t o  business fa i lures.  

I n  1984, t h e  d i s t r i bu t i on  o f  employees i n  small businesses f o r  al l  
indus t r ies  i n  Hawaii (65.8 p e r  cent) doubled t h e  national f i g u r e  (33 p e r  
c e n t ) . 2 5  (See Table 5 . )  ! n  terms o f  employment g rowth  w i th in  small 
businesses, Hawaii has experienced nominal increases i n  the  number o f  
employees i n  businesses w i t h  less than  100 employees over  a f i ve-year  per iod .  
As indicated i n  Table 5, employment gains were most notable f o r  1984 and 
1985 w i t h  an increase of 1.6 p e r  cent  and 2.8 p e r  cent, respect ive ly .  It is 
also in te res t ing  t o  note tha t  t h e  employment d i s t r i bu t i on  and establishment 
d i s t r i bu t i on  i n  businesses w i th  less than 100 employees have remained 
re la t i ve ly  constant  t h roughou t  t h e  f i ve -yea r  per iod,  ind icat ing stagnant  
g r o w t h  f o r  t h a t  pa r t i cu la r  establishment size g r o u p  ove r  a span o f  f i v e  years. 

I t  is ev ident  t h a t  Hawaii's business sector and indus t r ies  are dominated 
b y  f i rms employing less than  I00 employees. However, employment g rowth  
w i th in  these f i rms has been nominal, and  any  increases i n  t h e  number of 
these f i rms when compared t o  t h e  tota l  number o f  business establishments 
indicate a s tat ic  g r o w t h  pa t te rn  f rom 1980 t o  1985. Nevertheless, because of 
i t s  dominant ro le small businesses w i th in  t h e  State apparent ly  have a 
substant ia l  impact upon t h e  State's economy. 



Table 3 

NUMBER OF ESTABLISHMENTS BY EMPLOYMENT CLASS SIZE AND 
INDUSTRY CLASSIFICATIONS FOR STATE AND COUNTIES--1985 

STATEWIDE TOTAL 

Coun ty :  Hawail 
Honolulu 
Kauai 
Mavi 

SERVICES 

Hawaii 
Honolulu 
Kaua, 
Maul 

TRADE 
(WHOLESALE G RETAIL) 

WHOLESALE 
RETAIL 

Hawaii 
Wholeaale 
Retail 

H ~ n o l u l u  
Wholerale 
Retail 

Kauar 
Wholenale 
Retail 

CONSTRUCTION, 
MANUFACTURING, MINING 

Hawaii 
Honolulu 
Kaual 
Maus 

TRANSPORTATION, 
COMMUNICATION, UTILITIES 1,0118 

Hawaii 107 
HO~OIUIU 798 
Kauai 58 
Maut 124 

FINANCE, INSURANCE, 
REAL ESTATE 3,152 

AGRICULTURE SERVICES. 
FORESTRY, FISHERIES 225 

Hawaii 25 
Honolulu 161 
Kauai 8 
Waui 31 

Total Number of  
Number of Ertabl lrhmentr by Ertabl#rhments wi th 

Emplovrnent Size C-985 - 7 
1-4 5-9 U 9  U 9  50-99 - 

Total Number of 
Ertabi irhmentr wi th 

20-99 F l o v e s  
W r  

2,818 11.0 
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i l idust iy  

S i A l i W l l i F  101AL  

Sf I i V l C t S  

iRAi>f  
j w i i o i i ~ ~ i  i fi l r r r n l i  1 

WtIOLi SA1.i 
R L l A t i  

CONSlKUCI i0N. 
MANUtAClURING, 
MIN ING 

I N A N S P U K I ~ I  ION, 
COMMUNICATION, 
l , l l ! . I l l f S  

I INANCE, INSURANCE, 
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Ai iK i iU1.  I u R l  SERVICES, 
IORCSTKY. f I S l t C R I f S  

COMPARISON OF NUMBER OF ESTABLISHMENTS BY  EMPLOYMENT SIZE 
AND INDUSTRY CLASSIFICATION FOR 1984 AND 1985 

Y B I  cent o 
ESLBbI  i S h -  
nenfs  v i  th  

0. OI Number  of f s r a b l i s h n e o l b  b y X  Le55 Ihsv 
a b i i s b -  c n p ~ o y m e n t  size C l a s s  1981, 1 0 0  
e n t ~  1-4  5-9 1 0 - 1 9  2 0 - 4 9  5 0 - 9 9  E m p l o y e e s  

Change  1 % )  
i n  Number 
DP rntai 

; t ab1  ishnents 
1 9 8 4 - 1 9 8 5  -- 

2 . 6  

3.1, 

3 . 5  

3 . 5  
3 . 6  

3 . 4  

2 . 8  

0 . 9  

2.6 

" [ h e  f i g t i r e s  fur  estabi~snmenls b y  employment c l a s s  size w i l l  not add up to the t o t a l  n u m b e r  OF e s t a b i i s h a e n r r  due t o  tne e x c l u s i o n  
c l f  f i g u r e s  foi.  e s r a b l  i s h r n c n t s  w i t h  1 0 0  o r  more employees. 



Table 5 

NUMBER OF ESTABLISHMENTS WITH 
LESS THAN 100 EMPLOYEES FROM 1980 to  1985 

Niimhe r o f  
E s t a h l  ishmelrts 
w i t h  Less t h a n  
loo imp&e&s-. Pzr-Ggnt 

70, 714 98 

20.847 98 

:'1,261 98 

24,120 98 

24,679 98 

75,318 98 

Tota  I Number 
o f  Emnloyees 

312.025 

309,249 

309,146 

308,627 

318,635 

321,336 

Number o f  Fmployees 
w i t h i n  E s t a b l i s h m e n t s  

w i t h  Less  t h a n  
100 .. W e s e . .  ~e_rsen t 

201,364 64.5 

202,110 63.9 

203,622 65 .9  

204, 1153 66.2 

209,737 65.8 

215,562 65.8 

Change ( F )  
f rom P r e v i o u s  

Yea ,'--Number' o f  
Employees w i t h i n  

C s t a b l  i s t imr i r ts  
w/ Less  t h a n  
loo F:mp Iovees  .. . 
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Policy Considerat ions i n  Developing Small 
Business Economic Development In i t ia t i ves  

Overv iew 

T h e  Hawaii State Plan provides t h e  overal l  f ramework f o r  t h e  long-range 
accomplishment o f  t h e  State's economic development policies a n d  objectives. 
From a review o f  t h e  relevant s ta tu to ry  provisions, sections 226-6, 226-10, 
and 226-103, Hawaii Revised Statutes, i t  is ev ident  t h a t  one o f  t he  State's 
p r imary  objectives is t o  create new employment opportuni t ies th rough  the  
d ivers i f icat ion o f  i t s  economic base. (See Appendix B . )  T h e  State's 
objectives and policies f o r  economic development fo rm the  foundation f o r  
pub l ic  in i t ia t ives designed t o  achieve t h e  stated object ives. 

T h e  long-term achievement o f  these policies and objectives w i l l  r equ i re  a 
comprehensive st rategic action plan i n  which pr ior i t ies,  activit ies, and 
appropr iate timetables are delineated. T o  f inancial ly suppor t  numerous broad- 
based government in i t ia t ives is ne i ther  f iscal ly p ruden t  nor  real ist ic.  I n  an 
economy, such as Hawaii's which i s  dependent upon a few major indust r ies  
and which may be extremely vulnerable t o  external  economic conditions, pub l ic  
policies f o r  economic development should be fashioned i n  a manner which w i l l  
maximize the  u t i l i t y  o f  t he  State's l imited financial resources. 

T o  t h a t  end, a s igni f icant  step was taken b y  t h e  Legislature d u r i n g  t h e  
1987 Regular Session w i th  the  enactment of Ac t  216, Session Laws o f  Hawaii 
1987, requ i r i ng  t h e  Department of Business and Economic Development (DEED) 
to  prepare  a st rategic market ing p lan f o r  t h e  promotion, market ing, and 
development of ta rgeted areas such as "product  promotion and development, 
f i lm product ion,  ocean and marine resources, telecommunications and h igh  
technology, in ternat ional  business and development, and any other  area 
designated by [DBED]. "'" 

As noted previously,  small businesses in Hawaii have a dominant role in 
terms o f  number o f  employees and number o f  establishments, in each o f  t h e  
six major i n d u s t r y  classif ications. However, because o f  th is  dominance i t  is 
d i f f i cu l t  o r  easy, depending upon one's par t icu lar  po in t  o f  view, t o  ascertain 
which i n d u s t r y  o r  industr ies would have t h e  best  potent ial  for employment 
growth  generated by small businesses. I t  should also be noted t h a t  "only a 
f rac t ion  o f  small f i rms (one i n  seven according t o  MIT,  Brookings, a n d  
Un ive rs i t y  of Cal i fornia reports)  accounts f o r  a l l  t h e  job growth  b y  small 
b u s i n e ~ s e s " , ~ ~  and approximately "66 p e r  cent" of new small businesses fa i l  
w i th in  t h e i r  f i r s t  f i v e  years." 

I n  general, d u r i n g  1978-1980 it was estimated tha t  small businesses 
def ined as "all establishments i n  f i rms w i th  fewer than 100 employees" 
employed 36 p e r  cent o f  t he  p r i va te  labor force and generated 39 pe r  cent o f  
t he  net  new jobs. 29 

Al though the  number of new jobs created b y  small business i s  important, 
t h e  paramount considerations f o r  purposes of pub l ic  pol icy should focus upon 
which businesses create new jobs and what are t h e  types of jobs created. 
Generally, large a n d  medium-size f i rms p rov ide  few new jobs whi le small, 
re lat ive ly  young f i rms tend  t o  be t h e  major con t r i bu to r  f o r  generat ing new 
jobs." Another  wr i t e r  has suggested t h a t  " [ t l h e  key to  assist ing job g r o w t h  
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is unders tand ing  i n  prec ise terms t h e  competi t ive s t reng ths  o f  a community's 
small business f i rms  and  des ign ing  programs t o  b u i l d  on those s t rengths . " "  
He classif ies small business i n to  t w o  categor ies--" t raded f i rms" are those t h a t  
" t rade w i t h  customers ou ts ide  an  economy" whi le "shel tered f i rms" a re  those 
t h a t  "conduct  most o f  t h e i r  business w i th in  an economy" and a r e  
independent ly  owned." T h e  competi t ive s t rengths  of these f i rms v a r y  
according to t h e i r  posit ion w i th in  t h e  market  place, e.g. ,  a s ta r t -up  t raded  
f i rm's success depends upon "se rv ing  an ex is t ing  market  segment w i th  a 
be t te r  (less cost ly ,  more valuable) p roduc t  o r  t o  redef in ing  a market  segment 
t h r o u g h  p r o d u c t  o r  market ing i n n ~ v a t i o n s . " ' ~  I n  essence, job g rowth  occurs 
when a business expands o r  creates i t s  market  t h r o u g h  t h e  development o f  
new p roduc ts  o r  p roduc t  processes, and new o r  improved services t h a t  a re  i n  
demand and  p r i ce  competit ive. Understandably,  t h e  qua l i t y  o f  jobs t h a t  a re  
created hinges upon t h e  pa r t i cu la r  t y p e  of business o r  i ndus t r y ,  e .g . ,  
businesses requ i r i ng  a specif ic s k i l l  w i l l  t yp ica l l y  pay  h ighe r  wages than a 
business requ i r i ng  unsk i l led  workers .  Traded f i rms, w i t h  t h e i r  capacity t o  
exp lo i t  markets outs ide o f  t h e i r  localit ies apparent ly  t end  t o  create h igher  
pay ing  jobs than  sheltered independent  f i rms which are  usual ly  conf ined t o  
se rv i c ing  a l imited geographical area. ' "  

Another  pub l i c  pol icy considerat ion is whether  long- term economic 
development in i t ia t ives should b e  ta rge ted to :  (1) ex i s t i ng  businesses; (2) 
t h e  creat ion o f  new businesses; o r  (3) a t t rac t  l a rge r  businesses t o  relocate o r  
establ ish branch f i rms w i th in  t h e  state. A t t rac t i ng  l a rge r  known corporat ions 
t o  relocate o r  t o  establ ish b ranch  f i rms i n  a local i ty is apparent ly  one of t h e  
qu ickes t  methods t o  boost economic g rowth .  However, qu i cke r  does no t  
necessari ly mean be t te r  o r  more ef fect ive.  Large corporat ions possess t h e  
f inancia l  and managerial resources t o  red i s t r i bu te  t h e i r  operations t o  g row ing  
indus t r ies  and regions, whi le cu r ta i l i ng  o r  closing t h e i r  operations i n  
dec l in ing  indus t r ies  and regions. 3 5  Several studies indicated t h a t  tax  f r e e  
bonds and tax  abatement programs have minimal in f luence on large f i rms '  
location decisions due  i n  p a r t  t o  t h e  reduced advantage o f  locat ing t o  one 
state b y  similar assistance programs i n  o ther  states, and t h e  program benefi ts 
o f fe red  were unimportant  compared t o  o the r  locational f ac to rs . ' "  Fur ther ,  
"regional d i f ferences i n  costs, such as labor, land,  t ransportat ion and 
f inanc ing  are  small and/or  decl in ing,  and do no t  have a dominant ef fect  on 
locational decisions. 

However, t h e  qua l i t y  o f  l i fe  f o r  corporate managers is important,  and  
t h e y  apparent ly  wish t o  l i ve  i n  an utopian community, e .g. ,  "avoid personal 
income taxes, crime", etc. ,  and  " to  l i v e  i n  physical ly  a t t rac t ive  ci t ies w i th  
good schools and housing, and recreat ional a c t i ~ i t i e s . ' " ~  For  Hawaii, a qu i ck  
rev iew o f  i t s  business climate in one repo r t  indicated s igni f icant  s t rengths  i n  
t h e  qua l i t y  of l i fe, a s t rong  v i s i t o r  i ndus t r y ,  and a substant ial  m i l i ta ry  
presence, whi le s igni f icant  weaknesses were ident i f ied  as h igh  cost o f  do ing  
business, unsympathet ic government  bureaucracy, and an ant i-business state 
tax  system. 

Fu r the r ,  one fac tor  a f fec t ing  t h e  cost of do ing  business i n  Hawaii has 
been stated as "business costs i n  Hawaii a re  increased since f i rms dependent 
upon inter is land o r  overseas expor t / impor t  t r ade  must re l y  on bo th  t rucks ,  
and  a i r  o r  ocean go ing  ca r r i e rs  t o  t ranspor t  p roducts  and raw materials, 
ra the r  than on t h e  less expensive single mode t ranspor ta t ion  system tha t  
suppor t  f i rms in most areas on t h e  rnainiand."YP According t o  t h e  Governor 's 
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Committee on Doing Business i n  Hawaii, t h i s  problem stems f rom Hawaii's 
un ique  geographic make u p  o f  noncont iguous count ies "which is aggravated b y  
t h e  lack  of su f f i c ien t  t rade  volume t o  war ran t  increased competit ion i n  
in te r is land shipping, and  by provis ions o f  t h e  Jones A c t  which requ i re  the  
use o f  American-made vessels fo r  sh ipp ing  goods between po r t s  i n  t h e  Uni ted 
States. "" One possible solut ion t o  th i s  problem, as suggested b y  the  
Governor 's  Committee on Doing Business i n  Hawaii, is t o  "evaluate t h e  
benef i ts  t ha t  would resu l t  f rom Hawaii's exemption f rom provis ions of the  
Jones A c t . .  . ."" Thus,  t h e  Legis lature should exp lore  t h e  possib i l i ty  o f  
hav ing  Hawaii exempted f rom t h e  applicable prov is ions o f  t h e  Jones Act  
t h r o u g h  Hawaii's congressional delegation. 

As noted prev iously ,  small businesses i n  Hawaii have a s igni f icant  
presence i n  and impact upon t h e  State's economy. Since small business " is 
more responsive t o  local influences, more w i l l ing  t o  adapt t o  local condit ions, 
and less l i ke ly  t o  migrate t o  o the r  locations" t han  large f i rms, i t  seems 
reasonable t o  ta rge t  specif ic small businesses w i t h  t h e  potent ia l  t o  generate 
new jobs, e.g. ,  ex i s t i ng  businesses and  s t a r t - u p  businesses f o r  government 
economic development incent ives.  "' However, it should be  noted t h a t  making 
it easier f o r  en t repreneurs  t o  s t a r t  a business does not  necessari ly mean it is 
go ing  t o  be  easier t o  succeed. More businesses mean more competition f o r  
capital, employees, and  customers. T h e  marketplace wi l l  eventual ly  determine 
t h e  successful and unsuccessful  enterpr ises.  Nonetheless, economic 
development incent ives would open t h e  door  f o r  potent ia l  en t repreneurs  t o  
compete i n  t h e  marketplace who m igh t  otherwise be  shu t  ou t .  

T h e  development of government  economic development incent ives f o r  
specif ic businesses o r  indus t r ies  should be a t  least twofo ld:  t h e  pre l iminary 
assessment of t h e  ta rge ted business o r  i n d u s t r y ,  and t h e  feasib i l i ty  o f  
var ious assistance programs t h a t  a re  best  su i ted f o r  t h e  ta rge ted business o r  
i n d u s t r y .  A t  a minimum, t h e  assessment should review t h e  character ist ics 
and  needs of t h e  ta rge ted business o r  i ndus t r y ,  and  t h e  feasib i l i ty  analysis 
should review t h e  cost-effect iveness o f  t h e  selected assistance programs. '"  It 
should also be  noted tha t  f o r  d i rec t  government assistance, e.g. ,  guaranteed 
loans o r  worke r - t ra in ing  assistance t o  be  ef fect ive i n  assist ing a small 
business, o ther  per iphera l  matters such as cost o f  compliance, monitor ing, 
and aud i t ing  o f  t h e  businesses' use o f  t h e  assistance, as well as impediments 
t o  achiev ing maximum benef i ts  o f  t h e  assistance, e .g . ,  p r o v i d i n g  seed capital 
t o  s t a r t - u p  businesses w i thout  p r o v i d i n g  technical managerial assistance o r  
work ing  capital f o r  expansion, should be  reviewed i n  conjunct ion w i t h  t h e  
feasib i l i ty  analysis. Th is  would avoid piecemeal assistance and assist  targeted 
businesses o r  indus t r ies  achieve long- te rm g rowth .  

I n  summary, pub l ic  pol icy considerations f o r  developing economic 
development in i t ia t ives f o r  small businesses centers upon a focused approach 
which ident i f ies job-generat ing businesses and evaiuat ing t h e  su i tab i i i t y  of 
var ious assistance programs f o r  t h e  ta rge ted business o r  i n d u s t r y .  Pr ior i t ies 
and object ives should be  developed t o  p rov ide  t h e  basic framework f rom which 
specif ic and c lear ly  delineated act iv i t ies may b e  designed and implemented 
towards t h e  overa l l  achievement o f  t h e  stated economic development poiicies 
and guidel ines o f  the  Hawaii State Plan. 



Chapter  3 

BUSINESS INCENTIVES AND SERVICES 

The  area o f  government in i t ia ted  business development incent ives is a 
b road one and t h e r e  are  many mechanisms o r  development tools which a state 
o r  local government  can use t o  accomplish pa r t i cu la r  economic development 
object ives. 

The  fo l lowing sections discuss business incent ives ident i f ied b y  the  
Legis lature i n  t h e  two resolut ions cal l ing f o r  t h i s  s t u d y  such as business 
incubators, small business development centers, one-stop pe rm i t t i ng  and 
l icensing centers, and  o the r  business incent ives re la t ing  t o  d i r e c t  and  
i nd i rec t  f inancia l  assistance, as well as business development services and 
assistance. 

I. Business Incubators 

Overv iew 

T h e  business incubator  is j us t  one economic development tool designed t o  
assist young  small businesses o r  s t a r t - u p  f i rms i n  t h e i r  developmental stages. 
As noted prev ious ly ,  a l though small businesses general ly  a re  t h e  p r imary  
generators of new jobs, studies have found t h a t  many new small businesses 
fa i l  w i th in  t h e i r  f i r s t  f i v e  t o  seven y e a r s . '  I n  fact,  "about 33 p e r  cent  cease 
t o  ex is t  w i th in  t h e i r  f i r s t  year ,  over  50 p e r  cent  fa i l  i n  t h e  f i r s t  two years o f  
t h e i r  existence, and rough ly  66 p e r  cent  end w i th in  f i v e   year^."^ T h e  most 
f requen t l y  c i ted  reasons f o r  these fa i lures are  t h e  lack o f  capital  and  poor  
management pract ices. '  The  p r imary  object ive o f  t h e  small business incubator  
is t o  reduce t h e  rate of small business fa i lures b y  easing some o f  t h e  in i t ia l  
f inancia l  and  management hurd les  inherent  i n  t h e  c r i t i ca l  stages o f  business 
s t a r t - u p .  As stated b y  one commentator, " [ l l i k e  a mother hen, t h e  incubator  
helps t h e  new f i r m  t o  hatch, g row and leave, typ ica l l y  i n  less than th ree  
years. The  incubator  is no t  a permanent home f o r  t h e  new enterpr ise  which 
w i l l  eventual ly  secure i t s  own space elsewhere a t  market  rates and make room 
f o r  o the r  new s t a r t - u p  f i rms". '  

T h e  te rm "business incubators"  describes a concept f o r  p r o v i d i n g  t h e  
new small business an environment i n  which t o  grow in to  a v iable and 
successfui en terpr ise  th rough  managenrent assistance, shared of f ice services, 
and  af fordable ren ts .  Other  terms associated w i th  t h i s  concept a re  innovat ion 
centers, en terpr ise  centers, and business and technology centers.  Many of 
t h e  incubator  faci l i t ies, as these terms suggest, are ta rge ted t o  ass is t ing 
small f i rms or ien ted  t o  h igh  technology o r  innovat ion, However, incubators 
may be  ta rge ted t o  various t ypes  of businesses o r  indus t r ies  depending upon 
t h e  pa r t i cu la r  needs o f  a g iven local i ty.  

Accord ing  t o  Allen, t he re  are  fou r  key  dimensions o f  business 
incubators:  
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T h e  envi ronment  o f  incubator  organizat ions which inc lude formal 
networks (pub l ic  and p r i v a t e  sector ins t i tu t ions  t h a t  share an 
i n te res t  i n  en terpr ise  development b u t  seldom work  together  i n  a 
systematic manner) and informal networks ( the  en t repreneur 's  
family, f r iends ,  and prev ious business associates) t ha t  may assist  
en t repreneurs  w i t h  s t rategic  business development issues, such as 
p r o d u c t  development, market ing,  ear ly  stage capital ization, and  
potent ial  key  personnel;  

Mu l t i - tenant  commercial and indus t r ia l  bu i ld ings  tha t  a re  available 
f o r  restorat ion o r  rehabi l i ta t ion and adapted f o r  small business 
occupancy a t  more af fordable ren ta l  rates than would otherwise be  
available i n  t h e  regu lar  marketplace; 

Management consul t ing services and business assistance are an 
i n teg ra l  p a r t  of t h e  business incubator ,  a t  least where t h e  
en t repreneur  lacks t h e  range o f  sk i l l s  and knowledge t o  operate a 
business; and  

Shared o f f i ce  services and faci l i t ies would lessen t h e  in i t ia l  capital  
expendi tures o f  t h e  en t repreneur  f o r  suppor t  services and  
faci l i t ies. 

A re lat ive ly  recent  national su rvey  of business incubators found t h a t  
most o f  t h e  incubators were located i n  a large mul t i - tenant  bu i l d ing  w i th  al l  
o r  near ly  al l  of t h e  fo l lowing elements:= 

(I) Below market rental rates; 

(2) On-site business assistance at low or no cost; 

(3) Assistance in obtaining financing; 

(4) Shared supporr services at low or no cost; 

(5) Flexible leases; 

(6) Flexible space arrangements; 

( 7 )  A "graduation policy" requiring tenant frrms to leave 
after a specified period, e.g., three to five years; 
and 

(8) Employee :raining and placement ser~vices 

Basical ly t h e r e  are  th ree  types o f  organizat ional aff i l iat ions, (1)  p r iva te ,  
(2) pub l ic /nonpro f i t ,  and (3) univers i t ies tha t  a re  appropr ia te  f o r  incubator  
faci l i t ies. Each of these t h r e e  types o f  ent i t ies has d i f f e ren t  though specif ic 
purposes : ' 
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Pr iva te ly  sponsored incubators are  p r imar i l y  interested i n  "h igh  
economic reward  f o r  investment  i n  tenant  f i rms",  and "added value 
t h r o u g h  t h e  development of commercial and  indus t r ia l  real estate"; 

Public o r  nonprof i t -sponsored incubators are  pr imar i l y  in terested i n  
" job creat ion",  and  "economic d ivers i f icat ion,  tax  base expansion, 
bu i l d ing  rehabi l i ta t ion and  reuse, creat ion o f  a posi t ive development 
image, and secur ing  o f  income t o  sustain t h e  organizat ion";  and 

Un ivers i ty -sponsored incubators are  p r imar i l y  in terested i n  
p r o v i d i n g  t r a i n i n g  oppor tun i t ies  f o r  s tudents and t r a n s f e r r i n g  
facu l t y  research f i nd ings  t o  t h e  development o f  new products  and  
technologies, e. g . , biomedical f ields, computers, and robot ics f o r  
in te rna l  o r  ex terna l  commercial purposes. 

Rapid g r o w t h  i n  t h e  number of incubators sp rou t i ng  across t h e  Uni ted 
States f rom approximately 60 faci l i t ies i n  t h e  s p r i n g  o f  1985% t o  near ly  180 b y  
November 19869, suggest a t r e n d  towards a n  increased commitment o f  t h e  
pub l ic  and p r i v a t e  sectors t o  local economic development i n  general, and 
assis t ing young  small f i rms  i n  pa r t i cu la r .  There  are  a t  least 26 states w i th  
incubator  statutes, proposed legislation, o r  a program: Alabama, Arkansas, 
I l l inois, Indiana, Iowa, Kansas, Louisiana, Maine, Massachusetts, Michigan, 
Minnesota, Mississippi, Missouri, Montana, New Jersey, New York ,  No r th  
Carolina, Nor th  Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Vermont, 
V i rg in ia,  West Vi rg in ia,  and  Wisconsin. " The  most i n t r i g u i n g  aspect o f  t h e  
incubator  concept i s  t h a t  an incubator  can be  ta i lored t o  fit t h e  pa r t i cu la r  
needs and resources o f  a community o r  local i ty .  A l though not  all incubator  
faci l i t ies w i l l  succeed, carefu l  p lann ing  and e f f i c ien t  management w i l l  reduce 
t h e  p robab i l i t y  o f  f a i l u re . "  The re  are  many usefu l  resource publ icat ions 
available f o r  potent ial  incubator  sponsors o r  developers, cover ing such topics 
as  determin ing t h e  feasib i l i ty  o f  an incubator ,  managing a small business 
incubator,  e tc .  l 2  

The fo l lowing discussion w i l l  h igh l i gh t  selected incubator  programs 
implemented i n  o the r  states as  well as Hawaii's pianned Manoa lnnovat ion 
Center .  Appendix C prov ides a summary of n ine state incubator  policies 
ind icat ing a va r ie t y  o f  methods f o r  implementing an incubator  program. 

Manoa lnnovat ion Center .  As proposed, t h e  Manoa lnnovat ion Center  
(Center)  wi l l  p rov ide  an incubat ion fac i l i t y  f o r  young, growing,  small 
technology-based f i rms, and house t h e  research and development act iv i t ies o f  
t h e  Pacific In ternat ional  Center  f o r  High Technology Research (PICHTR) .  A 
summary of t h e  f i nd ings  and conclusions of Pryde, Roberts and Company's 
feasibi l r ty analysis f o r  t h e  Manoa lnnovat ion Center  i s  p rov ided beiow. l 3  

(1 )  The recommended si te i s  a th ree-acre  parcel  o f  land on Woodiawn 
D r i v e  i n  Manoa Valley, Honolulu adjacent t o  t h e  Manoa Marketplace 
Shopping Center .  The  land would be  owned b y  t h e  Un ive rs i t y  o f  
Hawaii and  leased (a t  a nominal fee of $1.00 p e r  year )  t o  t h e  H igh  
Technology Development Corporat ion (HTDC).  " T h e  physical  
s t r u c t u r e  would be  owned b y  HTDC and leased t o  tenant  f i rms.  
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T h e  Center  would be  housed i n  a newly cons t ruc ted  42,500 square 
foot fac i l i t y .  T h e  estimated tota l  p ro jec t  cost is $6,960,000, o f  
which $6,020,000 is earmarked f o r  construct ion;  $450,000 f o r  land, 
plans, and design; $400,000 f o r  work ing  capital; and $90,000 f o r  
equipment.  l 5  

T h e  market  analysis ind icated that ,  f rom a stat ist ical  basis, t h e r e  
ex is ts  reasonable market  demand. It i s  estimated t h a t  118 f i rms 
could be a t t rac ted  t o  t h e  Center  o v e r  a th ree-year  per iod.  In i t ia l  
incubator  ren ts  a re  estimated t o  average between $1.00 and 51.20 
p e r  square foot  p e r  month which would inc lude space, some 
services, advice, a n d  o the r  amenities. Also, "anchor tenants"  
(pay ing  ren ta l  rates above in i t ia l  incubator  rates) ,  such as possib ly  
t h e  Research Corporat ion o f  t h e  Un ive rs i t y  o f  Hawaii, w i l l  help 
underwr i t e  t h e  pro jec t  s t a r t - u p  cost.  

Management o f  t h e  Center  on  a day- to -day  basis should be  by a 
p r i v a t e  management f i rm .  Also, if a seed capital  f u n d  is formed it 
should b e  owned and managed by a p r i v a t e  f o r - p r o f i t  e n t i t y .  The  
incubator  manager should moni tor  seed f u n d  capital commitments b u t  
should n o t  b e  invo lved i n  investment  decisions. 

E n t r y  a n d  e x i t  policies should inc lude care fu l  screening of potent ial  
tenant  f i rms and graduat ion o f  tenant  f i rms w i th in  th ree  t o  f i v e  
years.  T h e  types  o f  tenants ove r  t h e  in i t ia l  th ree-year  per iod  
would inc lude software companies, communications (such as cable 
and microwave) f i rms, Un ive rs i t y  o f  Hawaii f acu l t y  
research/business groups,  h igh- technology suppor t  industr ies. 
technology serv ice f i rms f e . g . ,  consul t ing services), and 
graduat ing  s t a r t - u p  f i rms.  

Types of tenant  space would inc lude off ice, research and 
development o r  product ion space, manufactur ing o r  l i g h t  indus t r ia l  
space, labora tory  space, and storage o r  temporary d i s t r i bu t i on  
space. 

Business related services such as secretar ial ,  word  processing, data 
processing, accounting, bookkeeping, etc. ,  some o f  which should b e  
inc luded i n  t h e  month ly  renta l  fees whi le others should be  charged 
on a u n i t  cost basis. Business adv isory  o r  professional services 
should be p rov ided  f ree  o r  f o r  a reasonable fee, depending upon 
negotiations w i t h  ind iv idua l  serv ice p rov ide rs .  

Financial assistance t o  be  p rov ided  t o  tenant  f i rms should inc lude 
preparat ion of convent ionai b a n  packages, establ ishing a seed 
capital  f u n d  w i t h  a desirable in i t ia l  capital ization of $1 mill ion which 
i s  to be  used as " r i s k  capital", a n d  assistance i n  a r rang ing  v e n t u r e  
capital .  (Seed capital and v e n t u r e  capital  a r e  discussed i n  Chapter  
3, p a r t  8 . )  

I n  addi t ion t o  t h e  Manoa innovat ion Center,  t h e  HTDC and Hawaiian 
Telephone Company, Inc . ,  have recent ly  embarked on a proposal t o  u t i l i ze  
approximately 3,6011 s q u a r e  feet a t  Hawaiian Teiephsne's Kairniiki s w i t c h i n g  

17 
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center  t o r  an  incubator  o r  p re incubator  fac i l i ty ,  which would b e  ta rge ted f o r  
small s t a r t - u p  businesses i n  t h e  areas o f  electronics, a l ternate energy ,  
sof tware development, and  telecommunications. '" 

S t .  Paul's Small Business Incubator . "  T h e  purpose o f  t h e  incubator  
fac i l i t y  is t o  create jobs i n  t h e  local community b y  n u r t u r i n g  t h e  g rowth  o f  
indus t r ies  tha t  a r e  l i ke l y  t o  remain i n  St .  Paul, Minnesota. T h e  incubator  
g rew o u t  o f  St .  Paul's Homegrown Economy Project which focuses on help ing 
local businesses t o  g row and expand, r a t h e r  than at tempt ing to a t t rac t  
businesses f rom o the r  areas. 

I n  1983, t h e  c i t y  o f  S t .  Paul allocated $600,000 (most of which were 
federal f unds )  f o r  a small business incubator  fac i l i t y .  A suitable warehouse 
bu i l d ing  was found  i n  t h e  c i t y ' s  o lder  i ndus t r i a l  and  warehousing d i s t r i c t .  
A n  agreement was reached between t h e  p r o p e r t y  owner and t h e  c i t y  i n  which 
t h e  c i t y  agreed t o  p rov ide  $550,000 f i r s t  mortgage f inancing t o  t h e  owner a t  a 
f i x e d  in te res t  ra te  o f  n ine p e r  cent .  I n  r e t u r n ,  t h e  c i t y  received a 
guarantee t o  lease o n e - t h ~ r d  o f  t h e  fac i l i t y  a t  no  cost f o r  a t  least t h r e e  years 
w i t h  a poss ib i l i t y  o f  remaining a tota l  of twe lve  years.  

The  c i ty 's  por t ion  o f  t h e  fac i l i t y  contains approximately 20,000 square 
feet . ' '  T h e  c i t y ,  t h r o u g h  t h e  St .  Paul 503 Development Company, subleases 
i t s  por t ion  o f  t h e  incubator  space t o  tenant  f i rms f o r  a term o f  two years w i th  
an opt ion f o r  an addit ional yea r .  T h e  ren ta l  rates range f rom $1.40 p e r  
square foot f o r  warehouse/manufactur ing space t o  $2.25 p e r  square foot  f o r  
manufactur ing space which inc lude small a i r -condi t ioned off ices. Bu i l d ing  
management and maintenance services are  contracted o u t  t o  t h e  p r o p e r t y  
owner, a t  a base cost o f  70 cents p e r  square  foot f o r  these services which is 
inc luded i n  t h e  month ly  ren t .  Also, an in te res t ing  arrangement between t h e  
c i t y  and  t h e  tenant  f i rms  is a covenant i n  t h e i r  lease agreement r e q u i r i n g  t h e  
tenant  t o  use i t s  best e f fo r ts  t o  u t i l i ze  re fer ra ls  f o r  employees f rom t h e  c i t y ' s  
Job T r a i n i n g  Par tnersh ip  Ac t  program. 

Tenant  selection, i n  general, is based upon t h e  fol lowing c r i te r ia :  

(1) A s t a r t - u p  o r  f ledg l ing  business w i t h  sound management, a good 
business plan, and job-generat ing potent ial ;  

(2)  T h e  business is locally owned; 

(3) T h e  business has potent ia l  t o  create a job base o f  good qua l i t y  
jobs; 

14) The  d i v e r s i t y  and  local interdependence tha t  t h e  business o f fe rs  t h e  
local economy; and 

( 5 )  T h e  ab i l i t y  o f  t h e  business t o  a t t rac t  capital f rom outs ide i t s  
local i ty,  i .e . ,  expo r t i ng  potent ial .  

As o f  January  1985, t h e  St .  Paul 503 Development Corporat ion had 
developed e igh t  renta! spaces i n  t h e  incubator .  The types  o f  businesses 
ranged f rom a food vend ing  serv ice to  a m a n u f a c t u r e r  of energy  e f f i c ien t  
carburators for large bailer systems. I t  is ant ic ipated t h a t  t he  eciwy's por t ion  
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o f  t h e  incubator  wi l l  house f i v e  t o  e igh t  businesses d u r i n g  each th ree-year  
incubat ion cyc le i n  which approximately 40 jobs w i l l  be  created o r  maintained. 

Since t h e  c i t y ' s  por t ion  o f  t h e  incubator  fac i l i t y  is re la t i ve ly  small and 
res t r i c ted  t o  house approximately f i v e  t o  e igh t  businesses a t  one time, shared 
services and  faci l i t ies (e .g . ,  conference room and bu i l d ing  maintenance), t h e  
cost of wh ich  are  inc luded in t h e  ren t ,  a re  minimal. Fu r the r ,  t h e  St .  Paul 
503 Development Company suggests tha t  prospect ive incubator  developers o r  
sponsors d o  not t r y  t o  p rov ide  too many services as experience has shown 
t h a t  many f ledg l ing  small businesses are  able t o  obta in cler ical  and related 
services a t  lower pr ices than t h e y  could prov ide .  

Pennsylvania's Small Business lncubator  Program. l g  T h e  Pennsylvania 
Small Business Incubator  Act, as amended, authorizes t h e  Ben Frank l in  
Par tnersh ip  Board (Board)  t o  p rov ide  g ran ts  and loans t o  establ ish small 
business incubator  f a c i l i t i e ~ . ~ ~  T h e  Ben F rank l i n  Par tnership is managed by 
a 15-member board  comprised o f  representat ives f rom t h e  p r i v a t e  sector, small 
business, education, labor, and t h e  state leg is lature.  The  Board approves all 
g ran ts  and loans. ' l  

Under  t h e  Small Business lncubator  Program, g ran ts  and loans are  
available f o r  u p  t o  50 p e r  cent  o f  t h e  tota l  el igible pro ject  cost o r  $650,000, 
whichever  is less. T h e  funds  may be  used f o r  t h e  acquisi t ion and leasing o f  
land and ex i s t i ng  bui ld ings,  rehabi l i ta t ion o f  bui ld ings,  and t h e  purchase of 
equipment and fu rn i sh ings  necessary f o r  t h e  creat ion and operat ion of t h e  
incubator .  Grants o f  u p  t o  $240,000 may be  made f o r  establ ish ing business 
incubators i n  designated economically d is t ressed communities. Generally, t h e  
terms of t h e  loan inc lude a maximum loan per iod  of t en  years, in te res t  rates 
which are determined by t h e  secretary o f  commerce and may be varied, and 
repayment o f  p r inc ipa l  and in te res t  which may be  defer red  f o r  two years.  
Secur i ty  is requ i red  b u t  may be  subordinated t o  o the r  pub l ic  o r  p r i v a t e  
capital .  Targeted tenants f o r  t h e  incubator  p rogram are  recent ly  establ ished 
small businesses engaged i n  manufactur ing,  p roduc t  development, research 
and  development, and professional services t o  o the r  businesses, e.g. ,  
nonpro f i t  research and development enterpr ises and  e l ig ib le anchor tenants (a 
nonreta i ler  w i th  an incubator  lease o f  more than two years) .  Nonpro f i t  
enterpr ises such as Small Business Development Centers, whose p r imary  
mission is t o  p rov ide  business development services may also be  located i n  an 
incubator  if t hey  p rov ide  a substant ial  por t ion  o f  t h e i r  services t o  incubator  
tenants.  Simi lar ly,  law and accounting f i rms may be  tenants i n  an incubator  
if t h e y  p r o v i d e  p r o  bono services t o  incubator  tenants.  Small businesses 
engaged i n  retai l ,  wholesale, and personnel serv ice and nonpro f i t  enterpr ises 
(o ther  than research and development enterpr ises)  a re  ine l ig ib le f o r  tenancy 
i n  an incubator .  

I n  general, a iocal sponsor (an organizat ion inc lud ing  municipalit ies, 
local development authori t ies, o r  any p r i v a t e  nonpro f i t  o r  f o r - p r o f i t  
organizat ion approved b y  t h e  Board) submits an application t o  obta in a grant ,  
loan, o r  loan guarantee t o  estabi ish an incubator  fac i l i t y .  The  locai sponsor, 
among o the r  th ings,  must demonstrate e i ther  t h r o u g h  a formal feasib i l i ty  
s t u d y  o r  market  survey  tha t  a need ex is ts  f o r  the  ~ n c u b a t o r  fac i l i t y .  The  
local sponsor must also have a basic package or  hiisiness development services 

a user fee may be charged) inc lud ing  security, jan i tor ia l1 
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maintenance, f u r n i t u r e ,  conference room, mail, copier, c ler ical /recept ionist ,  
access t o  computer, f inancia l  assistance (e .g . ,  insurance counseling and 
assistance i n  p repa r ing  appl icat ions f o r  commercial and government f inancing)  
and management services such as assistance i n  p repa r ing  business plans and 
relocation plans. Upon approval  of t h e  appl icat ion by t h e  Board, a w r i t t en  
agreement is entered between t h e  Board and  t h e  local sponsor t o  establish, 
operate, and  administer a small business incubator  fac i l i t y .  

Fu r the r ,  t h e  local sponsor is requ i red  t o  establ ish a local adv isory  
committee t o  assist  t h e  local sponsor i n  per fo rming i t s  enumerated funct ions,  
such as rev iewing tenant  selections a n d  business services p rov ided  t o  
incubator  tenants.  T h e  composition o f  t h e  adv isory  committee may inc lude no 
more than six representat ives f rom var ious f ields, such as accounting, legal, 
f inancial ,  academic, and small business who are not  af f i l ia ted f inancia l ly  w i t h  
t h e  local sponsor o r  a n y  incubator  tenant .  

As w i t h  most o the r  small business incubator  programs, Pennsylvania's 
p rogram is designed t o  assist  t h e  establishment of faci l i t ies where new s ta r t -  
up businesses can begin and g row.  The  incubator  f ac i l i t y  is a temporary 
location f o r  tenant  f i rms.  When a business is able t o  move ou t  o f  t h e  
incubator  and make t h e  space available f o r  new s tar t -ups ,  addit ional f inancial  
assistance is available f rom t h e  Pennsylvania Capital Loan Fund f o r  land, 
bu i l d ing  construct ion o r  renovat ion, equipment, and work ing  capital .  

As o f  Feb rua ry  1987, t h e r e  were 31 incubator  centers operat ing i n  
Pennsylvania o f  which 27 received Ben Frank l in  Par tnership assistance. 
Within those 27 incubators t h e r e  were 220 businesses con t r i bu t i ng  t o  a to ta l  o f  
1,608 jobs. Fu r the r ,  47 businesses have graduated f rom these incubator  
faci l i t ies (moved o u t  in to  regu lar  commercial space) and are  responsible f o r  
generat ing 477 jobs. For  f iscal year  1987-1988, t h e  Pennsylvania General 
Assembly allocated $4 mil l ion f o r  t h e  Small Business Incubator  Program. 

Ohio's Thomas Edison lncubator  Program. 2 2  T h e  Edison Incubator  
Program is one o f  t h ree  major components o f  t h e  Thomas Alva Edison 
Par tnersh ip  Program." Edison incubators are  d i f f e r e n t  f rom most incubators 
i n  t h a t  colleges are  act ive pa r tne rs  and tenant  f i rms have technology based 
products  o r  manufactur ing methods. I n  essence, these faci l i t ies a re  
considered " indus t r ia l  incubators",  i .e . ,  t hey  house manufac tur ing  and 
serv ice companies. A major i ty  o f  incubator  tenants are  s t a r t - u p  businesses 
w i th  less than  f i v e  employees. 

Since 1985, a tota l  o f  $2.2 mil l ion has been awarded t o  six technology- 
based incubators.  Grants a r e  awarded on a competi t ive basis and recipients 
a re  requ i red  t o  match t h e  incubator  p rogram g ran ts  on  an equal basis f rom 
sources o the r  t han  state government .  Program g r a n t  f unds  a r e  used t o  
suppor t  on-go ing  operat ions and associated costs, r a t h e r  than f o r  t h e  
purchase o r  construct ion o f  an incubator  fac i l i t y .  Th i s  is in tended t o  secure 
p r i v a t e  sector f unds  f o r  t h e  establishment o f  incubators.  Gran t  amounts have 
ranged f rom $200,000 t o  $470,000. T h e  s ix  technology-based incubators are  
managed b y  local nonpro f i t  organizat ions which p rov ide  a n  a r r a y  o f  business 
services f o r  t h e  pa r t i cu la r  local i ty i n  which t h e  incubator  is s i tuated.* '  Ove r  
t h e  past t h ree  years, five of these incubators housed a tota l  of 71 tenant  
f i r m s ,  of which ten have graduated and f i v e  have fai led. The  Edison 
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Program estimates tha t  approximately 600 indiv iduals a r e  employed b y  tenant  
and  graduate  f irms, represent ing  a g r o w t h  of near ly  400 jobs. 

I n  addi t ion t o  t h e  aforementioned f u n d i n g  requirements, each proposed 
incubator  must do  t h e  fol lowing: 

(1 )  Demonstrate how i t s  act iv i t ies w i l l  help i n  t h e  creat ion o f  jobs i n  
t h e  state t h r o u g h  t h e  s ta r t -up ,  retent ion, expansion, and  at t ract ion 
o f  technology-based businesses; 

(2 )  Provide a st rategic  p lan:  (A )  which addresses t h e  concerns o f  the  
region o r  local i ty i n  which t h e  incubator  proposes t o  locate; ( 8 )  t o  
demonstrate a s t rong  p r i v a t e  sector par t ic ipat ion,  and  t h a t  t h e  
incubator 's  focus is on  technology-based businesses; (C) which 
demonstrates involvement o f  one o r  more educational inst i tut ions; 
and  ( D l  which demonstrates a commitment o f  matching funds  f rom 
nonstate sources i n  an amount a t  least equal t o  t h e  state funds  
prov ided;  

(3) Provide var ious services designed t o  improve t h e  su rv i va l  rate o f  
incubator  tenants which inc lude space (e .g . ,  manufactur ing and 
assembly areas, laborator ies, and sales and market ing  off ices), 
suppor t  services. and in teract ion w i th  o the r  similar businesses 
outs ide o f  t h e  incubator  which have experience and access t o  seed 
capital  networks; and  

(4) Provide a th ree-year  operat ional plan t o  inc lude policies f o r  tenant  
selection, evaluation, graduat ion, a detai led descr ipt ion of t h e  types  
o f  services t h a t  w i l l  be  p rov ided  t o  tenant  f i rms on a fee basis o r  
f r e e  o f  charge, and  a t imetable ind ica t ing  expected program 
accomplishments. 

From t h e  preceding discussion, it is ev ident  t h a t  state and local 
governments may s t r u c t u r e  incubator  programs i n  a manner most appropr iate 
t o  accomplishing t h e i r  stated economic development object ives. Th i s  f l ex ib i l i t y  
should allow f o r  g rea ter  la t i tude i n  t h e  allocation o f  l imited government 
f inancia l  resources f o r  economic development incent ives.  Fur ther ,  t h e  
f l e x i b i l i t y  t o  adapt t h e  incubator  concept t o  var ious economic development 
strategies, such as rev i ta l izat ion o f  economically d is t ressed localities, o r  
s p u r r i n g  high technology innovat ion, is a de f in i te  incent ive f o r  state and local 
governments t o  establish and implement incubator  programs.  

For  example, i n  1985 t h e  China Trade Center  (Center)  which is located 
i n  Boston's Chinatown was developed i n  response t o  a press ing  need f o r  more 
s to re f ron t  space due  t o  increased populat ion g rowth  w i t h i n  t h a t  area. As 
or ig ina l l y  planned, t h e  Center  was designed t o  p rov ide  reta i l  and  of f ice space 
t o  approximately 50 small businesses a t  renta l  rates one-half  of market 
rates.'= T h e  Center  p resent ly  houses a tota l  o f  17 businesses which includes 
restaurants,  reta i l  stores, convenience stores, and a t rave l  agency t h a t  are 
responsible f o r  300 jobs .26  The  Bay Group, which is a real estate 
development f i rm,  p resent ly  manages t h e  Center  a t  an average operat ing cost 
o f  59.50 p e r  square foot and  tenants '  ren ta l  rates average 515.00 p e r  square 
foot  w i t h  a maximum lease per iod  of f i v e  years . "  According t o  the Bay 
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Group, t h e  Center  was constructed a t  a cost o f  $12 mil l ion which was f inanced 
b y  the  federal, state a n d  c i t y  governments, and p r i va te  sector investment. 

T h e  Science Park (Park)  incubator ,  New Haven, Connecticut, located 
w i th in  a state-designated enterpr ise zone, opened in  1983 as a jo int  ven tu re  
between Yale Un ivers i ty ,  t h e  state, t he  c i ty ,  and the  Ol in C o r p ~ r a t i o n . ~ ~  
T h e  Park, which is owned and managed b y  the  nonpro f i t  Science Park 
Development Association o f fe rs  tenants ( l i gh t  industr ia l ,  off ice, and h i g h  
technology businesses) clerical, administ rat ive suppor t  services, accounting, 
and legal services on a fee f o r  serv ice basis, as well as business management 
assistance services f rom Yale Un ive rs i t y  Business School. Since the  Park is 
located w i th in  an enterpr ise zone t h e  $10 mil l ion pro ject  cost included t h e  
rehabi l i tat ion o f  a 60,000 square foo t  abandoned fac tory  bu i l d ing  and t h e  
construct ion o f  a new 60,000 square foot bui ld ing.  There  are, however, 
advantages of being located w i th in  an enterpr ise zone such as p roper t y  and 
state business tax incentives. Cur ren t l y ,  Science Park has 100 tenant  f i rms, 
o f  which 60 pe r  cent  are high-technology f i rms and 40 pe r  cent  are serv ice 
companies, which employ 1,000 indiv iduals o f  which 250 are minori t ies a n d  100 
are residents o f  t he  su r round ing  neighborhood. 29 

Another notable adaptation o f  t h e  incubator  concept is t h e  f ranchise 
arrangement f rom Contro l  Data Corporation, known as t h e  Business and 
Technology Centers (BTCs) .  '"he f ranchise i s  sold t o  local governments o r  
p r i va te  developers. Basic services prov ided b y  Contro l  Data inc lude a 
community assessment which involves s i te v is i ts  by Contro l  Data staf f  t o  
review local f inancial  and business management assistance, and a real estate 
analysis of two BTC appropr iate sites. The franchisee also receives a 
management program f o r  p roper t y  management, service design, market ing 
strategies f o r  space and service, and staf f  t ra in ing .  On-s i te consultation 
services f o r  bu i l d ing  renovation o r  construct ion, and t ra in ing  f o r  the  center  
manager and staf f  are inc luded in  the  basic f ranchise fee of $50,000. 
Addit ional fees include $25,000 to  $50,000 f o r  t h e  community assessment and 
an annual Contro l  Data suppor t  fee o f  $15,000. 

Once the  BTC is established, services prov ided t o  tenants include a 
receptionist, answering service, copying, secretarial services, conference 
rooms, and consul t ing services on a fee basis, as well as o ther  amenities 
inc luded in  t h e  basic ren t ,  e .g . ,  secur i ty  and custodial services. Most o f  
t h e  BTCs r e n t  off ice and manufactur ing space on a u n i t  basis ra ther  than a 
square foot  basis. As of 1984, the re  were 15 BTCs operat ing i n  the  Uni ted 
States. Government o r  publ ic  franchises include Indiana, i l l inois, Colorado, 
Minnesota, and South Carolina. 

A t  least one state, Montana, has recently adapted the  incubator  concept 
f o r  agr icu l tu ra l  businesses." T h e  Agr i cu l tu re  Business Incubator  Program 
was established as p a r t  o f  an overal l  s t rategy t o  st rengthen and d i ve rs i f y  
Montana's agr icu l tu ra l  i ndus t ry .  Under  the  Program, incubators must be  
sel f - f inancing business development ent i t ies p rov id ing  services such as 
t ra in ing,  management consultation, accounting, and of f ice space t o  el igible 
agr icu l tu ra l  businesses, e.g. ,  market ing cooperatives and associations. An 
agr icu l tu ra l  business incubator  account was established in  t h e  state special 
revenue f u n d  f rom which the  Agr i cu l tu re  Development Council may inves t  not  
more than  $100,000 in any one i n ~ u b a t o r . ' ~  Investments may be made on ly  i n  
incubators located i n  d i f f e ren t  geographic areas a n d  i n  iocaiit ies w i th  a 
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populat ion o f  15,000 o r  less. T h e  munic ipal i ty  o r  community i n  which t h e  
incubator  is located must  p rov ide  f u n d i n g  o r  cont r ibu t ions  ( land, bu i ld ing ,  o r  
professional services) o f  value a t  least th ree  times t h e  amount o f  state 
investment.  

I n  summary, t h e  incubator  concept is a valuable tool f o r  government 
economic development in i t ia t ives.  i t s  s t ruc tu ra l  f l ex ib i l i t y  as well as t h e  
shared services, faci l i t ies, and ideas p rov ide  an environment conducive t o  
n u r t u r i n g  t h e  g r o w t h  o f  ta rge ted small businesses, especially d u r i n g  t h e i r  
in i t ia l  stages of development. An incubator  p rogram should address and fit 
t h e  pa r t i cu la r  economic development needs o f  a community o r  local i ty,  such as 
business development o r  ag r i cu l t u ra l  development, and requ i re  p r i v a t e  sector 
commitment i n  t h e  f u n d i n g  and operat ion o f  an incubator  fac i l i t y .  

I I. Capital  Formation3 

A.  Venture  Capital  

Small businesses, pa r t i cu la r l y  new business star t -ups,  f i n d  i t  d i f f i c u l t  t o  
secure ven tu re  capital  f o r  f inanc ing  i n  t h e i r  ear ly  stages. The  reasons f o r  
t h i s  a re  many and  var ied .  Some o f  t h e  reasons are  tha t :  

(1) T h e  "h igh  cost o f  e n t r y  and  inherent  fa i lu re  ra te  o f  small 
businesses makes investment i n  t h i s  sector una t t rac t i ve  t o  
t rad i t iona l ly  r i s k  averse capital  markets";"  

(2)  Relat ively few v e n t u r e  capital ists a re  w i l l i ng  t o  inves t  i n  ear ly  stage 
f inancing oppor tun i t ies ; ' \nd  

(3) A major i ty  of v e n t u r e  capital investments are  cont inu ing  t o  b e  
made i n  famil iar h igh  growth,  h igh  technology areas .36 

T h e  maior sources o f  f inancine f o r  averaae new small businesses are  "owner's - " 
savings, f unds  f rom f r i ends  and relatives, and loans f rom commercial 
 bank^".^' 

A l though t h e r e  is no un i fo rm def in i t ion  o f  * ven tu re  capital"  o r  " r i s k  
capital"  it may be  def ined "as t h e  prov is ion o f  ear ly-s tage f inanc ing  f o r  
g rowth  and  developing companies, and typ ica l l y  involves tak ing  an ownership 
in te res t  i n  a business i n  t h e  fo rm o f  a d i rec t  purchase of stock ( p r e f e r r e d  o r  
common), o r  t h r o u g h  warrants,  p u t  and  call options, and/or  conver t ib le  
subordinated debenture  s e c ~ r i t i e s . " ~ ~  There  are a t  least f o u r  stages o f  
business g rowth  t h a t  a r e  appropr iate f o r  ven tu re  capital f inancing:  3 3  

(1) Seed c a p i t a l  phase - -Typica l iy  pe rce ived  t o  be more r i s k y .  The 
e n t r e p r e n e u r  has  deveioped a  new p r o c e s s ,  s e r v i c e  o r  p r o d u c t .  
T y p i c a l l y  no formal  o r g a n i z a t i o n a i  s t r u c t u r e  is  i n  p l a c e .  Very 
few v e n t u r e  c a p i t a l i s t s  p a r t i c i p a t e  a t  t h i s  r e s e a r c h  and 
development iR&D) l e v e l ;  

( 2 j  S t a r t - u p  phase--The company is p lann ing  t o  o r g a n i z e  o r  has been 
organized for s s h o r t  t ime and is bea inn ing  f o  produce and s e l l  
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i t s  products o r  serv ices .  I t  may o r  may n o t  be p r o f i t a b l e  and 
needs a d d i t i o n a l  c a p i t a l  t o  cont inue i t s  growth; 

(3) Expansion phase--The company i s  s t i l l  smal l  but has a favorable 
opera t ing  h i s t o r y .  F inancing i s  needed t o  increase p l a n t  
capac i ty  and/or working c a p i t a l  due t o  growing sales; and 

(4) Buy ou t  phase--Financing i s  needed t o  make an a c q u i s i t i o n  o f  a 
company o r  t o  l i q u i d a t e  t h e  venture c a p i t a l i s t ' s  p o s i t i o n .  

Ven tu re  capital ists, general ly,  a re  no t  in terested i n  t h e  seed capital 
phase. A l though v e n t u r e  capital ists w i l l  f inance s t a r t - u p  situations, t hey  
"are most in terested i n  small businesses which have been i n  business two to 
f o u r  years o r  more, whose revenues fa l l  somewhere between $2 mil l ion and $10 
mil l ion and whose capital izat ion (pa id  i n  capital  and reta ined earn ings)  is 
somewhere near $1 mil l ion. " * '  

I n  Hawaii, t h e r e  are  a t  least two smali business investment companies 
(SBICsf - -Pac i f i c  Ven tu re  Capital, L td . ,  and Bancorp Hawaii Small Business 
lnvestment  Company, I nc .  (Bancorp SBIC) .  Both  a r e  independent  p r i v a t e  
ent i t ies p r o v i d i n g  long- term loans and  equ i t y  f inanc ing  ( tak ing  a minor i ty  
in te res t )  to e l ig ib le small businesses, and are l icensed and regulated by t h e  
Un i ted  States Small Business Administrat ion, under  t h e  Small Business 
Investment  Ac t .  "' According t o  materials f rom bo th  companies, investments 
may b e  made i n  t h e  form o f  secured long- term loans ( f o r  Pacif ic Ven tu re  
Capital, L td . ,  secured o r  unsecured long- term loans) and equ i t y  capital f o r  
expansion f inancing,  leveraged buy -ou ts  (e .g . ,  t o  acqui re al l  o r  p a r t  o f  an 
ex i s t i ng  company), and consolidation o f  debt  obl igat ions o r  t u rna round  
f inancing f o r  businesses exper iencing financial d i f f i cu l t ies  due  t o  inadequate 
capital izat ion. S ta r t -up  f inanc ing  is available b u t  is subject t o  v e r y  s t r i c t  
u n d e r w r i t i n g  standards." '  The amount o f  investment i n  a n y  one transact ion 
may b e  $50,000 t o  $400,000 f rom Bancorp SBIC, o r  $50,000 t o  $200,000 f rom 
Pacific Ven tu re  Capital .  Both  may also lead o r  par t i c ipa te  in ra is ing  capital 
f o r  l a rge r  amounts. 

I n  1981 a state ven tu re  capital  information center  was t o  be  established 
w i th in  t h e  Department o f  Business and Economic Development (DBED) 
( fo rmer ly  Department o f  Planning and Economic Development) t o  "p rov ide  f o r  
t h e  development and exploi tat ion o f  invent ions and new p roduc ts . .  .and t o  
fac i l i ta te t h e  b r i n g i n g  together  o f  investors and  developers o f  new products 
seeking f inanc ing .  "" Cur ren t l y ,  t h e  Small Business Information Service 
(SBIS) w i th in  t h e  DBED prov ides  a re fe r ra l  serv ice f o r  persons seeking 
ven tu re  capital  f inancing,  t o  approximately t en  ven tu re  capital  ent i t ies. ' *  
The  appl icant 's business package is fo rwarded b y  t h e  SEIS t o  ven tu re  
capital ists who w i l l  then contact t h e  appl icant if t hey  are  in terested i n  t h e  
project;  however, apparent ly  t h e r e  i s  no  assurance f o r  conf ident ia l i ty  o f  t h e  
information submitted b y  t h e  appl icant  t o  t h e  ven tu re   capitalist^.'^ D u r i n g  
t h e  pas t  year  no business packages have been submitted t o  t h e  SBIS, 
a l though the re  were approximately f i v e  i nqu i r i es . "=  

As noted prev iously ,  new smali businesses lack access t o  ven tu re  
capital, especially seed capita!, due t o  t h e  market imperfect ion. To assist 
those ent repreneurs  in ga in ing  access to  ven tu re  capifai  a t  least 28 states 
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have in i t ia ted  45 v e n t u r e  capital  programs us ing  one o r  more o f  t h e  fol lowing 
f i v e  approaches (see Appendix D f o r  a b r i e f  descr ipt ion o f  t h e  45 ven tu re  
capital  programs):"  

(1) Creat ion o f  a pub l i c  sector fund;  

( 2 )  Creat ion o f  a state in i t ia ted  p r i v a t e  fund;  

(3) Enactment o f  t ax  incent ives t o  induce p r i v a t e  sector investments i n  
a v e n t u r e  capital  f und ;  

(4) Ut i l izat ion of a quasi -publ ic  e n t i t y  t o  operate a program; and 

(5) Ut i l izat ion o f  pub l i c  pension f u n d  investments 

1.  Chal lenge G r a n t  Seed Capi ta l  Programa8 

In Pennsylvania, seed capital  f unds  o f  u p  t o  $250,000 are  available f o r  
investment i n  an e l ig ib le small business, which inc lude advanced technology o r  
computer- re lated ventures,  in ternat ional  expor t - re la ted  services, and 
in ternat ional  e x p o r t  mercant i le ventures .  T h e  Ben Frank l in  Par tnership 
Board (Board)  administers t h e  Challenge Gran t  Seed Capital Fund Program. 
Th i s  p rogram i s  un ique  i n  t h a t  it prov ides  chal lenge g r a n t  f unds  t o  help 
establ ish seed capital  f unds  f rom which equ i t y  f inanc ing  investments may be  
made t o  new businesses, i nc lud ing  f i rms i n  small business incubators, f o r  
ear ly-s tage f inanc ing .  Advanced technology centers o r  o ther  organizat ions 
approved b y  t h e  Board may app ly  f o r  t h e  challenge g ran ts .  Appl icants must 
demonstrate a 3 : l  p r i v a t e  investment ra t io  t o  t h e  challenge g r a n t  f unds  and  a 
tota l  o f  at least $3 mil l ion committed t o  t h e  proposed seed capital fund,  o r  a 
1 : l  p r i v a t e  investment  ra t i o  t o  t h e  chal lenge g r a n t  funds ,  a minimum tota l  of 
$1.5 mil l ion committed t o  t h e  proposed seed fund,  and  a 3 : l  rat io  o f  p r i va te  
investment commitments t o  challenge g r a n t  f unds  f o r  any one business 
pro jec t . " '  Small businesses located i n  t h e  state except businesses o f  a 
general mercant i le o r  services-related na ture  are  e l ig ib le f o r  investment b y  
t h e  seed capital  f unds .  As o f  A p r i l  1987, t h e  program has helped t o  
establ ish f i v e  p r i v a t e l y  managed seed capital  funds .  The  state's $4.5 mil l ion 
appropr ia t ion  has been matched b y  $27 mil l ion i n  p r i v a t e  funds .  

2. Michigan's Seed Capi ta l  Progamso 

Michigan has also used t h e  creat ion o f  a pub l ic  sector f u n d  approach t o  
p rov ide  ven tu re  capital  f o r  new businesses i n  t h e i r  earl iest stages of 
development. T h e  seed capita! program, which i s  administered b y  t h e  state's 
Michigan Strategic  Fund (MSFI, is designed t o  create a seed capital i n d u s t r y  
t o  make equ i ty  investments i n  new businesses which have t h e  potent ial  f o r  
rap id  g rowth  by cata lyz ing t h e  formation o f  f o u r  p r i v a t e  seed capital f u n d s .  

As of January  1987, t h e  MSF Board had committed t o  loan a tota l  o f  $8 
million, $2 mil l ion t o  each o f  t h e  f o u r  p r i v a t e  seed capital f u n d s . 5 1  Under  
t h e  program, each seed capital  f u n d  is requ i red  t o  raise a minimum of $1 
mil l ion i n  p r i v a t e  equ i t y  commitments ( l imi ted par tnersh ip  in te res ts ) .  The  
MSF is t o  p rov ide  $2 rniiiion in noncecourse loans wi th  an i n te res t  cap of n ine 
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p e r  cent  f o r  a maximum term o f  ten  years.  Seed capital f u n d  investments are 
subject  t o  t h e  fol lowing requirements: 

Types o f  permissible use o f  investment  f unds  inc lude p repa r ing  a 
business plan, in i t ia l  market  analysis, assembling a management 
team, and  developing a work ing  prototype;  

T h e  por t fo l io  company (company i n  which seed capital f unds  are 
invested)  must b e  a new business w i t h  no p r i o r  sales, o r  an 
ex i s t i ng  business w i th  some sales b u t  which is p lann ing  t o  change 
i t s  business o r  p roduc t  l ine s igni f icant ly ;  

T h e r e  have been no p r i o r  investments i n  t h e  por t fo l io  company by 
professional o r  inst i tu t ional  investors, unless another seed capital 
f u n d  has prev ious ly  invested i n  t h e  por t fo l io  company i n to  which 
t h e  seed capital f u n d  seeks t o  co-invest;  

T h e  seed capital f u n d  is t h e  in i t ia l  lead investor  i n  t h e  por t fo l io  
company in which t rad i t iona l  v e n t u r e  capital  ent i t ies i n  t h e  state 
would no t  normally invest,  i n  view o f  t h e  company's stage of 
development; 

T h e  por t fo l io  company is located o r  in tends t o  locate i n  t h e  state, 
and  w i l l  have t h e  potent ial  t o  become a rap id l y  g row ing  company 
w i t h  a long- term presence i n  t h e  state; and 

T h e  seed capital f u n d  shall not  inves t  i n  any one por t fo l io  company 
more than  20 p e r  cent  o f  i t s  to ta l  o r ig ina l  capital  (MSF funds  and 
p r i v a t e  funds ) .  

D is t r ibu t ion  o f  earnings b y  t h e  seed capital  f u n d  t o  i t s  l imited 
par tnersh ips  is p roh ib i ted  unless a payment o f  accrued interest,  o r  pr inc ipal ,  
o r  both,  is made t o  t h e  MSF on a p r o  rata basis, e.g., if t h e  l imited 
pa r tne rsh ip  in terests equals $1 mil l ion and t h e  MSF loan amount is $2 million, 
t h e  p r o  rata amount paid t o  t h e  MSF is twice t h e  amount o f  d i s t r i bu t i ons  t o  
t h e  l imited par tnersh ips .  A f te r  t h e  MSF has received a tota l  of $2 mi l l ion i n  
in te res t  and pr inc ipal ,  and t h e  l imited a n d  general pa r tne rs  have recovered 
t h r o u g h  d i s t r i bu t i ons  amounts equal t o  t h e i r  committed capital contr ibut ions,  
t h e  general pa r tne rs  are en t i t led  t o  receive up t o  20 p e r  cent  o f  t h e  combined 
amounts of d is t r ibu t ions  t o  t h e  l imited and  general par tners  and payments t o  
the  MSF. 

3. Mary land E q u i t y  Part ic ipat ion Investment  P r ~ g r a m ' ~  

The  Equ i t y  Part ic ipat ion Investment Program (EPIP) which is 
administered b y  t h e  Maryland Small Business Development Financing Au tho r i t y  
(Au tho r i t y ) ,  is designed t o  encourage and assist  t h e  creat ion and development 
o f  f ranchises i n  t h e  state b y  socially o r  economically disadvantaged persons. 
Under  t h e  program, t h e  Au tho r i t y  is author ized t o  p rov ide  u p  t o  $100,000 i n  
equ i t y  f inanc ing  t o  any one f ranchise and acqui re no more than a 45 p e r  cent  
in te res t  i n  t h e  f ranchise.  Fund ing  f o r  t h e  program is t h r o u g h  t h e  EPIP 
which is a nonlapsing, revo lv ing  f u n d .  T h e  Au tho r i t y  receives i t s  r e t u r n  on 
investments i n  the form of royalt ies from rhe  f ranchises o r  in te res t  payments 
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if a d e b t  secur i ty  is used. A l l  investment earn ings are  deposited i n to  t h e  
EPIP Fund.  

T h e  A u t h o r i t y  may use t h e  moneys i n  t h e  EPlP Fund f o r  t h e  fol lowing 
purposes : 

( 1 )  T h e  purchase o f  qual i f ied securi t ies ( e . g . ,  any note, bond, 
debenture, stock, investment contract ,  etc.)  issued b y  t h e  
franchise; 

(2)  T o  p r o v i d e  guarantees of investment  t o  expand t h e  capital  resources 
o f  qua l i f ied  franchises; 

(3) For  t h e  purchase o f  adv isory  services and  technical assistance 
necessary t o  c a r r y  o u t  t h e  purposes o f  t h e  program; 

(4) For  t h e  purchase o f  any  securi t ies t h a t  may be  a lawfu l  investment 
f o r  a f i duc ia ry  o f  t h e  state; and 

( 5 )  T o  p rov ide  any  f inancial  assistance p rov ided  under  t h e  program 
inc lud ing  investment o r  guaranty  o f  investment in an e l ig ib le 
business enterpr ise.  

Addit ional requirements under  t h e  EPlP include: (1) t h e  Author i ty 's  
determinat ion t h a t  t h e r e  i s  a reasonable p robab i l i t y  t ha t  it w i l l  recover  i t s  
in i t ia l  investment and an adequate r e t u r n  on  i t s  investment w i th in  f i v e  years; 
( 2 )  t h e  Au tho r i t y ' s  recovery on i t s  investment w i l l  be  t h e  c u r r e n t  va lue o f  
t h e  percentage o f  t h e  equ i ty  investment i n  t h e  businesses (e .g . ,  if t h e  
businesses' c u r r e n t  value equals $500,000 and  t h e  Au tho r i t y ' s  equ i t y  
investment i n  t h e  business i s  45 p e r  cent, then t h e  Author i ty 's  recovery is 45 
p e r  cent  o f  9500,0001, o r  t h e  amount o f  t h e  in i t ia l  investment, whichever  is 
greater;  and (3) no  more than $1 mil l ion may b e  invested f o r  any 12-month 
per iod.  

4. Connect icut  Product  Development Corpora t ion  (CPDC) ' 
T h e  CPDC is a quasi -publ ic  organizat ion char te red b y  t h e  state 

leg is lature i n  1972. It is a n o t - f o r - p r o f i t  corporat ion, and i ts  d i rec tors  a re  
appointed b y  t h e  governor .  T h e  CPDC was created t o  assist establ ished 
innovat ive,  entrepreneur ia l  businesses w i t h  t h e  cost of new p roduc t  
development, 

I n  p r o v i d i n g  r i s k  capital  f o r  t h e  development o f  new products  o r  
processes, t h e  CPDC i s  un ique i n  t h a t  it is ne i ther  a loan n o t  a g r a n t  t y p e  
o f  program. The  CPDC may reimburse u p  t o  60 p e r  cent  o f  t h e  c l ient  
company's allowable documented expendi tures on a regu lar  basis, which 
typ ica l l y  inc lude t h e  cost o f  labor, materials and  supplies, requ i red  tes t ing  
and approval  procedures, pa ten t  applications, and  special tools except capital 
equipment.  T h e  CPDC does no t  t ake  an equ i ty  o r  management posit ion i n  a 
c l ient  company. T h e  CPDC's r e t u r n  o f  i t s  investment is de r i ved  f rom a 
roya l t y  (general ly  5 p e r  cent)  based on t h e  sale o f  t h e  CPDC assisted 
p roduc t .  Royal ty  payments t o  the  CPDC cont inue u n t i l  a mul t ip le of i t s  
investment has been re tu rned  depending upon the  length o f  t h e  p s y b ~ c k  



SMALL BUSINESS: CURRENT PROBLEMS AND OPPORTUNITIES 

per iod  (e.g.,  if t he  payback per iod  is f i v e  years, t h e  investment mul t ip le 
then equals two and one-half  times the  amount o f  t h e  investment which, once 
reached, resul ts  i n  a 1 p e r  cent  roya l ty  reduct ion f o r  an additional f i v e  
years) .  

T h e  CPDC care fu l ly  scrut in izes an appl icant company's business p lan.  
Key evaluation c r i t e r i a  f o r  p ro jec t  approval and t h e  amount to  be invested 
include: 

T h e  feasib i l i ty  of successful p roduc t  development; 

The experience o f  key  personnel is evaluated t o  p red ic t  t h e  
company's ab i l i t y  t o  complete p roduc t  development, and successfully 
produce and sell t h e  product ;  

T h e  market  demand o r  avai labi l i ty  o f  t h e  new p roduc t  a t  i t s  
projected sel l ing pr ice, w i th  a pred ic ted p r o d u c t  l i f e  long enough t o  
ensure a suitable r e t u r n  on investment; 

The pro jected number o f  new jobs must correspond t o  t h e  amount o f  
money sought  f rom t h e  CPDC. New jobs created a re  requ i red  t o  
remain i n  t h e  state; and 

A demonstrated favorable f inancial  h i s to ry  and cash f low as well as 
potent ial  sources o f  addit ional capital .  

As o f  February  1985, a total  o f  $13.1 mil l ion had been committed t o  t h e  
CPDC and $8.9 mil l ion had been disbursed t o  63 c i ient  businesses which 
created 803 new jobs a t  a cost o f  approximately $10,000 p e r  job.5"  

Fur ther ,  once t h e  new p roduc t  is developed and ready f o r  
commercialization, businesses requ i r i ng  work ing  capital (e.g. ,  f unds  f o r  
operat ing expenses, purchas ing inventory,  and receivables f inancing) may 
apply f o r  a loan rang ing f rom $40,000 t o  $200,000 f rom t h e  Connect icut 
Innovation Development Loan Fund (CID) .  T h e  C I D  was established wi th in  
t h e  CPDC t o  p rov ide  work ing  capital f o r  businesses w i th  new products  and 
processes ready f o r  manufacture, promotion, and sale. T h e  C I D  requires a 
I match o f  p r i v a t e  o r  o ther  pub l ic  agency funds t o  CID funds .  T h e  
maximum term o f  t h e  loan is s ix  years w i th  negotiated in teres t  rates general ly 
below the then p reva i l i ng  pr ime rate.  

5. O the r  Programs 

A t  least two states have e i ther  enacted o r  have considered legislation 
creat ing a local o r  county  seed capital pool t o  a t t rac t  p r i v a t e  funds t h r o u g h  
tax  incentives to  raise venture  capital f o r  business development. Kansas has 
recent ly  enacted enabl ing legislation (Senate B i l l  69-1987) f o r  t h e  cer t i f icat ion 
of local seed capital pools and p rov id ing  income tax c red i ts  f o r  investors i n  
these pools.55 T h e  state secretary of commerce is authorized t o  adopt ru les 
f o r  t h e  cer t i f icat ion o f  local seed capital pools. A local seed capital pool is 
def ined (under  Senate B i l l  69-1987) as "money invested i n  a f u n d  established 
t o  prov ide  f u n d i n g  f o r  use b y  small businesses f o r  any one o r  more of t he  
following purposes: ( A )  development of a pro to type p roduc t  o r  process; ( B f  
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a market ing  s tudy  t o  determine t h e  feasib i l i ty  o f  a new p roduc t  o r  process; 
o r  i C )  a business p lan  f o r  t h e  development and product ion  of a new p roduc t  
o r  process." An appl icant  (a v e n t u r e  capital  company) seeking t o  be  
ce r t i f i ed  as a local seed capital  pool must  indicate, among o ther  th ings ,  t h a t  
i t s  purpose is t o  encourage and  assist  i n  t h e  creat ion o f  businesses i n  Kansas 
and t o  p rov ide  maximum oppor tun i t ies  f o r  t h e  employment o f  i t s  ci t izens b y  
making seed capital available t o  Kansas businesses. Fu r the r ,  t h e  appl icant 
must have an in i t ia l  capital izat ion o f  a t  least $200,000. 

A state income tax  c r e d i t  i n  an amount equal t o  25 p e r  cent  o f  a 
taxpayer 's  cash investment is allowed f o r  t h e  taxable year  i n  which t h e  
investment was made i n  a local seed capital  pool, and  f o r  subsequent taxable 
years u n t i l  t h e  tota l  amount o f  t h e  c r e d i t  is used.56 T h e  allowable deduct ion 
o f  t h e  tax  c red i t  f o r  any  one taxable year, however, is l imited t o  25 p e r  cent  
o f  t h e  tota l  amount o f  t h e  t a x  c red i t  ( e .g . ,  if t h e  cash investment is 
$100,000, then t h e  tota l  amount o f  t h e  tax  c red i t  equals $25,000 o f  which 25 
p e r  cen t  is deduct ib le f o r  any  one taxable yea r ) .  However, be fore  any tax  
c red i t  is allowed f o r  cash investments i n  a local seed capital  pool t h e  fol lowing 
condit ions must be  sat is f ied:  (1) t h e r e  is $200,000 o r  more o f  p r i v a t e  cash 
investments i n  t h e  local seed capital  pool; (2) f unds  necessary t o  administer 
and  operate t h e  pool a re  f rom sources o the r  than t h e  p r i v a t e  and pub l ic  cash 
investments; and  (3) f unds  invested b y  t h e  pool be  invested on l y  i n  Kansas 
businesses. '' 

Each local seed capital  pool f u n d  is subject t o  an annual review b y  t h e  
department of commerce. T h e  secretary o f  commerce is t o  repo r t  annual ly t o  
t h e  governor  and t h e  legis lature t h e  accomplishments o f  the  cer t i f ied  seed 
capital  pool funds,  e.g. ,  t h e  tota l  t a x  c red i t s  generated, to ta l  investments i n  
Kansas businesses made b y  t h e  pool funds ,  an estimate o f  jobs created o r  
p reserved under  t h e  program, and  an estimate o f  t h e  mul t ip l ier  e f fec t  o f  t h e  
program on t h e  state's economy. 

I n  t h e  state o f  Washington, t h e  state leg is lature considered b u t  did not  
enact legislation tha t  would enable a county  t o  create a seed capital f u n d  f rom 
which it could p rov ide  loans o r  equ i t y  par t ic ipat ion t o  f inance new enterpr ises 
o r  t o  assist  i n  t h e  development o f  new  product^.^' The  county  seed capital 
f u n d  would purchase qual i f ied securi t ies o f  e l ig ib le enterpr ises (small 
businesses w i th  less than 50 employees p r imar i l y  located and operated i n  t h e  
county,  and engaged o r  p ropos ing  t o  engage i n  research and development, 
commercial p roduc t  development, o r  i n  t h e  product ion  o f  goods and services 
hav ing  a h igh  potent ia l  f o r  e x p o r t ) .  No more than 45 p e r  cent  o f  t h e  seed 
capital  f und ' s  stated capital  could be  invested i n  any  one el igible enterpr ise.  
Real estate investments were not  permi t ted.  

T h e  f u n d i n g  mechanism f o r  t h e  Washington seed capital f u n d  is t in ique. 
T h e  seed capital f u n d  would be  f inanced t h r o u g h  donations b y  consumers o f  
pub l ic  ut i l i t ies (e.g. ,  water  d i s t r i bu t i on  and sewerage collection services).  
Donations could be  u p  t o  $5 p e r  month. A u t i l i t y  may charge a fee o f  u p  t o  
th ree  p e r  cent o f  t h e  tota l  f unds  collected t o  de f ray  t h e  cost i n  collection and 
processing t h e  donations. T h e  county  seed capital  f u n d  would b e  governed 
b y  a seven-member board  o f  d i rectors,  appointed b y  t h e  county legislat ive 
au tho r i t y .  The  county legislat ive au thor i ty  would prov ide ,  b y  ordinance, 
procedures f o r  t h e  implementation and administrat ion o f  t h e  seed capital f u n d .  
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Another  notable f inancial  assistance program is t h e  Loan Loss Reserve 
Program (Cal i fornia) "designed t o  encourage banks  t o  make t h e  moderately 
r i s k y  loans t h a t  t h e y  make under  t h e  SBA loan gurantee program, b u t  at a 
f rac t ion  o f  t h e  pub l ic  ~ o s t . ' ' ' ~  The  program is also designed t o  complement 
t h e  SBA loan guarantee program by author iz ing  banks t o  make loans t o  small- 
and medium-size businesses i n  which the  bo r rower  and  t h e  lender negot iate a 
loss reserve ra te  (minimum of  2 p e r  cent  and  maximum of 5 p e r  cent) ,  and 
the  lender  and  bo r rower  each cont r ibu te  one - th i rd  t o  t h e  loss reserve.  T h e  
state government would also cont r ibu te  another one - th i rd  t o  t h e  loss reserve.  
Th is  resul ts  i n  a loss reserve  a t  a 6 p e r  cent  minimum and 15 p e r  cent  
maximum f o r  each loan. 

A par t i c ipa t ing  bank develops i t s  own loss reserve f u n d  and may on ly  
tap  i n t o  t h e  f u n d  if i t  has experienced losses i n  t h e  loan por t fo l io .  For  
example, "if ove r  a few years a bank were t o  develop a $100 mil l ion por t fo l io  
of loans and on an average had used a 3 p e r  cent  fee f rom each of t h e  th ree  
par t ies [borrower,  lender, and  state government] ,  t h e  reserve  would be  $9 
mil l ion. The  bank could sustain a 9 p e r  cent  loss ra te  and s t i l l  not  have 
losses exceeding t h e  amount i n  t h e  rese rve . "6n  

T h e  descr ibed benef i ts  o f  t h i s  p rogram t o  al l  t h r e e  par t ies  inc lude t h e  
fo l lowing:  

The  bank receives a modest loss reserve  subs idy  f rom t h e  
government", i t  may charge su f f i c ien t  in te res t  and po in ts  t o  cover 
i t s  cont r ibu t ion  f o r  t h e  per iod  of t h e  loan as well as a one-time fee 
t o  cover  i t s  expenses, and f l ex ib i l i t y  i n  t h e  terms and  t ypes  of 
loans t o  be  made, e.g. ,  revo lv ing  lines o f  c red i t  and  loan 
ref inancing; 

The  bor rower  gains access t o  capital t h a t  otherwise might  no t  b e  
available w i thout  t h e  program. A l though in te res t  rates are  s l i gh t l y  
h igher  than t h e  SBA guarantee loans (e .g . ,  addit ional one p e r  cent  
annual in terest) ,  t h e  "elimination o f  addit ional paperwork  and delays 
can more than  o f fse t  t h e  addit ional cost . "  

T h e  government benef i ts  ind i rec t ly  t h r o u g h  t h e  "addit ional f low of 
investment capital, which tends t o  encourage job growth ,  p roduct ive  
expansion, and ef f ic iency a t  a cost t h a t  is approximately o n e - t h i r d  
t h e  cost o f  s imi lar ly ta rge ted SBA programs."  T h e  Program also 
l imits government adminis t rat ive responsib i l i ty  by al lowing t h e  bank 
t o  reg is te r  t h e  loan w i th in  ten  days a f te r  t h e  loan is made. T h e  
bank is requ i red  t o  submit a one-page r e p o r t  ind ica t ing  " the  name 
of t h e  borrower,  amount of t h e  loan, reserve fees, and expected 
empioyment impact. " 

I n  an attempt t o  p rov ide  banks an incent ive t o  increase t h e i r  lending t o  
small businesses, t h e  c i t y  of Louisvil le, Kentucky,  has embarked on a new 
concept i n  which t h e  " c i t y  w i l l  use $5 mil l ion o f  i t s  municipal investment 
por t fo l io  t o  b u y  new small business loans t o  be  made by local banks and 
guaranteed by t h e  Small Business A d m i n i ~ t r a t i o n " . ~ '  To  par t i c ipa te  i n  t h e  
program (which o f fe rs  lower f i x e d  in terest  rates than  convent ional commercial 
lenders) " the  business must be  located i n  Louisv i l le  and it must create o r  
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reta in a t  least one job f o r  eve ry  $20,000 o f  t h e  loan amount. The maximum 
amount o f  each loan w i l l  be  $500,000".63 

I n  an e f f o r t  t o  improve Maine's small business climate, "28 Maine banks 
have agreed t o  commit $38 rnill l ion f o r  small business expansion f inancing.""  
T h e  Maine Bank Part ic ipat ion Program w i th in  t h e  State Development Of f ice 
(SDO) prov ides long- te rm loans, e .g . ,  f i f teen-  t o  twenty -year  loans on real 
estate and  seven- and ten-year  loans on machinery and equipment, t o  
businesses des i r ing  t o  expand t h e i r  ~ p e r a t i o n s . ~ ~  The  SDO is responsible f o r  
"market ing t h e  program, pre-screen ing  t h e  appl icants, and, when necessary, 
packaging t h e  low in te res t  pub l ic  loans t o  supplement t h e  p r i v a t e  f u n d s . " 6 6  

T h e  State o f  No r th  Dakota has implemented several economic development 
incent ives designed t o  p rov ide  investment capital  f o r  t h e  establishment, 
expansion, and rehabi l i ta t ion o f  businesses i n  t h e  state. A pub l ic  corporat ion 
known as t h e  "Myron G.  Nelson Fund, Inc . " ,  was recent ly  establ ished t o  
organize and manage an investment f u n d  capital ized th rough  t h e  sale o f  t h e  
corporat ion 's  shares t o  t h e  State Bank o f  Nor th  Dakota and o ther  pub l ic  and 
p r i v a t e   investor^.^' In i t i a l  capital ization of t h e  Fund wi l l  b e  t h r o u g h  t h e  
purchase of t h e  Fund's  shares b y  t h e  Bank o f  Nor th  Dakota. The  Bank o f  
Nor th  Dakota may thereaf te r  annual ly i nves t  in t h e  Fund as determined b y  
t h e  indus t r ia l  commission w i th  due considerat ion t o  t h e  level o f  p r i v a t e  
investments i n  t h e  Fund (e .g . ,  t o  attempt t o  match t h e  p r i v a t e  investment on  
a 1: 1 basis) .  T h e  board  o f  d i rec tors  is elected b y  t h e  shareholders pu rsuan t  
t o  t h e  Fund's bylaws, however, representat ion on t h e  board  must inc lude t h e  
economic development commission, investors,  and t h e  business sectors o f  t h e  
state's economy. T h e  management o f  t h e  Fund's  investment f unds  is requ i red  
t o  b e  contracted ou t  by t h e  board  of d i rec tors  t o  a professional ven tu re  
capital  inves tor .  T h e  investment pol icy o f  t h e  Fund  includes a preference f o r  
in -s ta te  businesses, and an investment i n  any  one e n t i t y  may not  exceed a 
maximum of  40 p e r  cent  o f  t h e  en t i t y ' s  capital .  

Fur ther ,  income tax  c red i ts  a re  allowed f o r  investment i n  t h e  Fund b y  
banks, savings and loan associations, and insurance companies, as weii as f o r  
ind iv idua l  taxpayers .  For  banks, savings and loan associations, and  
insurance companies, a tax  c red i t  equal t o  25 p e r  cent  of t h e  amount invested 
i n  t h e  Fund is allowed against t h e  applicable tax  l iab i l i t y  (e .g . ,  premium tax  
on insurance companies, p r iv i lege tax on  banks and savings and loan 
associations) if a n y . 6 a  However, a tax  c red i t  o f  u p  t o  25 p e r  cent o f  t h e  
tota l  amount o f  t h e  tax  c red i ts  is allowed f o r  any one taxable year, p rov ided  
it does no t  exceed 25 p e r  cent  o f  t h e  taxpayer 's  to ta l  tax l iab i l i t y  f o r  t ha t  
y e a r . 6 9  Ind iv idua l  taxpayers  may take advantage o f  a state income tax  c red i t  
which is sirniiar t o  t h a t  o f  banks, etc.  These tax  c red i ts  a re  aiiowabie on ly  
on t h e  f i r s t  $5 mil l ion of to ta l  investment i n  t h e  Fund.  7' 

8. Publ ic Pension Funds 

Another  source o f  f unds  f o r  p r o v i d i n g  ven tu re  capital t o  small 
businesses is t h e  use o f  state pub l ic  pension f u n d s ,  I n  1984, the re  were a 
tota l  o f  ove r  $300 bi l l ion of state and local pub l ic  pension f u n d  assets, o f  
which approximately $600 mil l ion o r  less than one-half  o f  one p e r  cent, was 
invested i n  ven tu re  capital  investments, '' Social investment o f  pub l ic  pension 
funds may be made through e i t h e r  one or  more of t h e  foliowing vehicles: (11 
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promotion of state economic development th rough  venture  capital entit ies; (2) 
promot ing home ownership by p rov id ing  mortgage funds; and (3) divestment 
o f  funds i n  f i rms do ing business i n  South Afr ica (pro tes t ing  apartheid) . 7 3  
B y  1984, a t  least twen ty - f i ve  states had passed legislation o r  l iberal ized t h e  
pension fund investment c r i t e r i a  for venture  o r  small business investment. '' 
(Appendix E describes the  changes i n  pub l ic  pension f u n d  investment 
res t r ic t ions . )  Fu r the r ,  b y  1985, a t  least seven states--Colorado, I l l inois, 
Michigan, New York,  Ohio, Oregon, and Washington had made pub l ic  pension 
f u n d  investments i n  ven tu re  capital  project^.^' 

I n  Michigan, t h e  state t reasurer  is author ized b y  law to  inves t  u p  t o  
f i v e  pe r  cent o f  t h e  state ret i rement systems assets "in qual i f ied small 
business o r  ven tu re  capital f i rms on an equity,  debt,  o r  war rant  bas is . "76  
Investments a re  made b y  t h e  s ta f f  o f  t h e  Venture  Capital Division, Michigan 
Department o f  Treasury ,  in "well-managed, h igh-growth ,  high-technology 
companies which y ie ld  a be t te r  t han  average r e t u r n "  on i t s  i n v e ~ t m e n t . ~ '  As 
o f  1985, t h e  Ven tu re  Capital  Division had invested $112.8 million, o f  which 
approximately $35.8 mil l ion was invested in  high-technology or iented business, 
and t h e  o ther  $77 mil l ion was invested in n ine venture  capital f u n d s . " 7 8  

I n  Ohio, t h e  Public Employees Retirement System (PERS) is authorized 
b y  law t o  inves t  u p  t o  5 p e r  cent  o f  i t s  assets i n  equ i ty  investments i n  
ven tu re  capital l imited par tnersh ips  f i rms; p rov ided t h a t :  (1) t he  f i rms a re  
headquartered in t h e  state; (2) 50 p e r  cent o f  t he  f i rm 's  employees and 
assets are located in  t h e  state; and (3) d i rec t  investment is made in  Ohio 
based corporat ions which have not  less than 50 p e r  cent o f  t h e i r  assets o r  
employees in  t h e  state. l9 As of  1984, t h e  PERS had invested d i rec t ly  i n  f o u r  
venture  f inancing transact ions and one leveraged buyou t  f o r  a total  of $57 
mil l ion..  . [and]  committed $10 mil l ion t o  two venture  capital l imited 
 partnership^."'^ T h e  d i rec t  investments i n  businesses are made by t h e  PERS 
s ta f f  and t h e  ven tu re  capital l imited pa r tne rsh ip  investments are pr iva te ly  
managed b y  professional ven tu re  capital companies: t h e  PERS expects a 
r e t u r n  of f i v e  times on i t s  investment w i th in  a f i ve-year  per iod."  

Al though pub l ic  pension funds appear t o  b e  an a t t rac t ive  source o f  
f unds  t o  increase ven tu re  capital investments, par t icu lar ly  i n  h igh-growth  and 
h igh- technology or iented businesses, investments b y  t h e  administrators of 
these funds may be res t r ic ted  depending upon t h e  t y p e  o f  s tandard imposed, 
i . e . ,  legal l i s t  o r  p ruden t  person. A legal l i s t  is usual ly a l i s t  of permissible 
investments tha t  are specif ied by statute o r  government pol icy. T h e  p ruden t  
person standard is established b y  statute o r  common law. Generally, t h e  
p ruden t  person standard has th ree  major  requirement^:^' 

(1) A " d u t y  t o  maximize the  r e t u r n  on the  investments w i th in  an 
acceptable margin o f  safety"; 

(2) " [ D l i v e r s i f y  t h e  fund 's  investments t o  minimize t h e  r i sk  o f  
investments whi le increasing t h e  r e t u r n  on investments"; and 

( 3 )  T o  "act solely i n  t h e  interests of t he  par t ic ipants [o f  t h e  f u n d ]  and 
[ t h e i r ]  beneficiaries". 
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I n  Hawaii, investments by t h e  Employees' Retirement System of t h e  State 
of Hawaii (ERS) are  governed b y  section 88-119, Hawaii Revised Statutes, 
which appears t o  be  a combination o f  a legal l i s t  and t h e  p r u d e n t  person 
standard.  The  s ta tu te  enumerates specif ic permissible investments (e .g . ,  
var ious real estate loans and mortgages, government and  corporate 
obl igat ions),  and uses t h e  p r u d e n t  person s tandard  f o r  investments i n  
in terests i n  improved o r  p roduc t i ve  real p rope r t y ,  and commodity securi t ies 
t raded  under  t h e  federal Commodity Exchange Act, covered p u t  and call 
opt ions on securi t ies t raded  on one o r  more exchanges. and 
Fu r the r ,  section 88-119(4) allows investment i n  shares o f  p r e f e r r e d  o r  common 
stock of "any corporat ion created o r  ex i s t i ng  under  t h e  laws of t h e  Un i ted  
States o r  o f  any  state o r  d i s t r i c t " .  . .p rov ided  t h a t  t h e  book value o f  t h e  tota l  
investment i n  such stock shall at  no  t ime exceed f o r t y  p e r  cent  o f  t h e  tota l  
book value o f  investments i n  t h e  system." 

A l though section 88-119 does no t  c lear ly  speci fy  ven tu re  capital t ypes  o f  
investments, and assuming f o r  t h e  sake o f  argument,  t ha t  t h e  ERS could make 
e q u i t y  investments e i ther  d i rec t l y  (e .9 .  purchase o f  a company's stock) o r  
i nd i rec t l y  (e .g . ,  investment i n  v e n t u r e  capital  l imited par tnerships) ,  t h e  
t rus tees '  f i duc ia ry  d u t y  t o  act i n  t h e  bes t  in terest  o f  t h e  system's members 
and benef ic iar ies may be  compromised, '* pa r t i cu la r l y  f o r  investments i n  
companies t h a t  a re  i n  t h e  seed capital  and  s t a r t - u p  phases o f  development. 
These t ypes  o f  investments, as noted prev iously ,  a re  considered too r i s k y  f o r  
commercial lend ing  ins t i tu t ions  and una t t rac t i ve  t o  t rad i t iona l  v e n t u r e  
capi ta l is t .  Fu r the r ,  pub l ic  pension f u n d  managers ( t rus tees)  may not  possess 
t h e  necessary exper t i se  t o  i den t i f y  and  evaluate ven tu re  capital oppor tun i t ies .  

I n  addressing th i s  pa r t i cu la r  si tuat ion, o ther  states such as Michigan, 
Ohio, Oregon, and Colorado have under taken "passive investments i n  t h e  form 
o f  l imited par tnersh ips  w i t h  o the r  v e n t u r e  capital  f u n d ~ . " ~ V n d e r  th i s  t y p e  
o f  arrangement, according t o  Bet tger ,  supra (see footnote 36 f o r  c i te  t o  t h e  
ar t i c le ) ,  t h e  pub l ic  pension f u n d  o r  designated state au tho r i t y  (e .g . ,  state 
t reasu ry )  i s  a l imited p a r t n e r  in a pool o f  l imited pa r tne rs  w i t h  an 
experienced general pa r tne r  o r  general manager. T h e  l m i t e d  pa r tne rs  
p r o v i d e  t h e  capital and t h e  general p a r t n e r  o r  general manager (who may o r  
may no t  con t r i bu te  any  capital)  manages f o r  a fee t h e  investment por t fo l io .  
T h e  pub l i c  pension f u n d  would no t  be  an  owner o r  manager o f  t h e  venture ,  
b u t  would share t h e  r i s k  o f  any  loss .86  I t  has been stated t h a t  
"professional ly managed v e n t u r e  capital  l imited pa r tne rsh ip  i s  t h e  most 
reasonable model f o r  pub l ic  pension involvement" i n  ven tu re  capital  
investments. '' 

i n  Hawaii, t h e  Legislature d u r i n g  t h e  1985 and 1986 regu lar  sessions 
considered b u t  did not  enact any  o f  t h e  e igh t  proposals which would have 
allowed t h e  ERS t o  pooi some of i t s  f unds  w i t h  o ther  investors f o r  investment 
in v e n t u r e  capital investment businesses. * '  For  exampie, one proposal 
allowed ERS funds  t o  be invested i n  ven tu re  capital  investment businesses 
t h r o u g h  par t ic ipat ion i n  l imited par tnersh ips  and corporat ions, p rov ided  t h e r e  
are a t  least f o u r  unre lated owners i n  t h e  investment, t h e  ERS's in terest  and 
l iab i l i t y  is l imited t o  tha t  o f  a l imited p a r t n e r ,  t h e  ERS's par t ic ipat ion is 
l imited t o  one p e r  cent  o f  t h e  tota l  investment,  and t h e  investment wi l l  
increase employment o r  capital  investment i n  t h e  State. To  date, t h e  ERS 
has approximately $3 bi l l ion i n  t o t a l  assets.43 
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I n  summary, t h e  use of pub l ic  pension funds  f o r  purposes of economic 
development, pa r t i cu la r l y  f o r  ven tu re  capital investment  i n  small businesses i s  
an a t t rac t i ve  b u t  no t  necessari ly a conservat ive pub l ic  pension f u n d  t y p e  o f  
investment.  If t h e  Legis lature determines t h a t  pub l ic  pension funds  should 
be  used f o r  p r o v i d i n g  v e n t u r e  capital  investments i n  businesses which have 
t h e  potent ial  f o r  generat ing qua l i t y  jobs and  d i v e r s i f y i n g  t h e  economy, then  
section 88-119 should be  amended t o  allow ERS funds  t o  be  pooled w i t h  o the r  
investors i n  a professional ly managed v e n t u r e  capital  l imited pa r tne rsh ip  o r  
corporat ion.  T h e  aggregate amount of ERS funds  tha t  may be  invested 
should no t  exceed one p e r  cent  o f  t h e  tota l  amount o f  assets i n  t h e  ERS 
(us ing  t h e  c u r r e n t  $3 bi l l ion i n  to ta l  assets, one p e r  cent  o f  t h a t  f i g u r e  
equals $30 mil l ion),  which is a more conservat ive f i g u r e  than t h a t  author ized 
i n  Michigan and Ohio. 

C. Loan Programs 

1. Federal Assistance Programs 

T h e  Small Business Adminis t rat ion I S B A )  was created b y  Congress i n  
1953," t o  "aid, counsel, assist, and  protect ,  insofar  as possible, t h e  
in terests o f  small business concerns. . . . "" T o  c a r r y  o u t  i t s  mission t h e  
SBA, o v e r  t h e  years, has implemented various programs and  services. For  
purposes of t h i s  section, on ly  t h e  major loan programs p r o v i d i n g  d i rec t  
assistance t o  small businesses are  discussed below. 

General ly,  t h e  SBA def ines a small business as one which is 
" independent ly  owned and operated and which is no t  dominant i n  i t s  f i e l d  o f  
operat ion. '" ' El ig ib i l i t y  f o r  SBA f i n a n c ~ a l  assistance, and o the r  assistance, 
such as t h e  M ino r i t y  Small Business and  Capital  Ownership Development 
Assistance programs, and federal  government cont rac t  procurement  is 
determined in accordance w i t h  establ ished size standards (number o f  
employees o r  annual receipts) f o r  a pa r t i cu la r  i ndus t r y . ' "  For  example, a 
business engaged i n  f r e s h  o r  f rozen packaged f i sh  and seafoods w i th  500 o r  
fewer employees and  no t  dominant i n  i t s  f i e l d  of operat ion may b e  e l ig ib le f o r  
SBA f inancia l  assistance, e.g. ,  d i r e c t  loans o r  gua ran ty  loans. 

T h e  SBA, t h r o u g h  i ts  Honolulu D is t r i c t  Office, prov ides two basic t ypes  
o f  business loans, guaranty  o r  d i r e c t  loans. General e l i g ib i l i t y  requirements 
f o r  SBA loan assistance, i n  addit ion t o  size s tandard  e l ig ib i l i t y ,  inc lude t h a t  a 
business b e  operated f o r  p r o f i t  and t h e  appl icant  f i r s t  seek f inanc ing  f rom a 
lending ins t i tu t ion .  Under  federal law, businesses engaged i n  t h e  creat ion o r  
d i s t r i bu t i on  of ideas o r  opinions such as newspapers, magazines, and academic 
schools, and  businesses engaged i n  speculation o r  investment ren ta i  real 
estate are  ine l ig ib le f o r  loan assistance. 

Financial assistance t o  e l ig ib le small businesses may be used " fo r  p lan t  
acquisi t ion, construct ion,  conversion, o r  expansion, inc lud ing  t h e  acquisi t ion 
o f  land, materials, supplies, equipment and work ing  capi ta l . .  . . "" T h e  terms 
of a loan, w i t h  a maximum of 25 years, var ies according t o  t h e  purpose o f  t h e  
loan, e .g . ,  wo rk ing  capital  loans general ly  a r e  f o r  f i v e  to seven years and  
longer terms are general ly  f o r  f inanc ing  f i x e d  assets such as acquisi t ion o r  
major renovat ion o f  a physical  p lan t .  i n te res t  rates f o r  t h e  gua ran ty  loan 

are  negot iated between t h e  lender and borrower, subject t o  SBA 
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guidel ines.  For  t h e  d i rec t  loan program, in te res t  rates are  calculated 
q u a r t e r l y  based on t h e  cost t o  t h e  federal  government.  

Accord ing  t o  SBA materials, a  guaranty  loan involves t h e  small business 
appl icant,  t h e  lender (usual ly  a bank) ,  and t h e  SBA.  A two- t i e r  review 
process is used f o r  t h e  loan appl icat ion. F i rs t ,  the  lender makes t h e  in i t ia l  
rev iew of t h e  loan appl icat ion. Second, i f  t h e  appl icat ion is approved b y  t h e  
lender, it is then fo rwarded t o  t h e  SBA f o r  i t s  independent review. I f  t h e  
SBA concurs w i t h  t h e  lender 's  recommendation t o  approve t h e  loan 
appl icat ion, t h e  lender closes t h e  ioan and d isburses t h e  funds  t o  t h e  
appl icant .  T h e  SBA may guarantee up t o  90 p e r  cent  o f  t h e  loan amount, on  
loans up t o  $155,000, a n d  on  loans exceeding $155,000 t h e  maximum guaranty  
i s  85 p e r  cent  o r  $500,000, whichever  is less .96  

I n  b r i e f ,  a  typ ica l  guaranty  loan business p ro f i l e  i s  an ex i s t i ng  company 
(e.g.,  sole propr ie te r ,  "mom and  pop" store),  which has been i n  business f o r  
a t  least t h r e e  years, and is seeking a loan o f  $80,000 t o  $100,000 f o r  
expansion." For  a s t a r t - u p  business, t h e  SBA care fu l l y  reviews t h e  
management ab i l i t y  o f  t h e  owner, and requ i res  t h a t  t h e  owner p rov ide  some o f  
t h e  u p - f r o n t  capi ta l .  

According t o  SBA materials, a d i rec t  loan is available only  t o  appl icants 
unable t o  secure a gua ran ty  loan. However, loan funds  are  present ly  on iy  
available f o r  cer ta in types  o f  bor rowers ,  e . g . ,  V ie t  Nam era veterans, 
disabled veterans, and handicapped ind iv idua ls .  D i rec t  loans have an 
adminis t rat ive l imi t  o f  $150,000. 

Accord ing  t o  data p rov ided  b y  t h e  SBA Honolulu d i s t r i c t  off ice, f o r  
Hawaii d u r i n g  f iscal years 1982 th rough  J u l y  31, 1987, there  were a tota l  o f  
940 loan applications (bo th  gua ran ty  and d i rec t ) .  Of  t h e  940 loan 
applications, 612 were approved, 304 were rejected o r  screened out ,  and  34 
were w i thdrawn.  I n  general, approximately 60 p e r  cent o f  t h e  appl icants 
seek w o r k i n g  capital  and t h e  o the r  40 p e r  cen t  a re  s t a r t - u p  c o m p a n i e ~ . ~ ~  In 
terms o f  dol lars, as o f  June 30, 1987, t h e  SSA Xonolulu Of f ice had 931 ioans 
outs tand ing  wor th  $46.78 m i l l i ~ n . ' " ~  Of  t h e  931 outs tand ing  loans, 
approximately 400 loans to ta l l ing  $35.57 mil l ion were made under  t h e  guaranty  
loan program." '  Fu r the r ,  f o r  t h e  f iscal year  ending September 30, 1987, 
104 loans wor th  $16.38 mil l ion were approved b y  t h e  SBA d i s t r i c t  of f ice. ' 0 2  

Another  notable SBA loan program i s  t h e  Expor t  Revolv ing L ine o f  
C r e d i t  Loan Program (ERLC) .  Accord ing  t o  SBA materials, t h e  ERLC is 
designed t o  assist  small businesses i n  t h e  expo r t  of goods and services, 
pa r t i cu la r l y  t o  f inance labor and materiais f o r  manufactur ing o r  t h e  purchase 
o f  goods and services f rom export ,  o r  t o  develop fore ign markets. The SBA 
may guarantee u p  t o  $500.000 o r  85 p e r  cent  o f  t h e  loan, whichever  is less. 
For  loans o f  up t o  S155,000 t h e  SBA's guarantee is 90 p e r  cent .  Under  t h e  
ERLC program, t h e  small business must fa l l  w i th in  t h e  applicable SBA size 
s tandard  and meet o ther  applicable SBA ioan e l ig ib i l i t y  c r i t e r i a .  Fu r the r ,  t h e  
small business must have been i n  business f o r  a t  least twelve months p r i o r  t o  
app ly ing  f o r  an ERLC loan and it must be  c u r r e n t  on all payro l l  taxes, as 
well as hav ing  i n  place a deposi tory plan f o r  t h e  payment o f  f u t u r e  
w i thho ld ing  taxes.  Once t h e  loan is approved, a n y  number o f  wi ihdrawais 
a n d  repayments may be  made w i th in  t h e  stated m a t u r i t y  date of t h e  loan 
!maximum m a t u r i t y  i s  eighteen r n o n t h s ~ . ~ * ~  
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A l though it is no t  a loan program, t h e  Small Business lnnovat ion 
Research Program (SBIR) prov ides  small businesses competi t ive opportuni t ies 
t o  propose innovat ive  technological concepts t o  meet t h e  research and 
development needs o f  federal  agencies. Under  t h e  Small Business lnnovat ion 
Development Ac t  o f  1982,"" federal  agencies which have an extramural  
budge t  ( t h e  d i f fe rence between amount of to ta l  obl igat ion and amounts 
obl igated f o r  agency employees) f o r  research and  development ($100 mil l ion o r  
more) a r e  requ i red  t o  expend cer ta in  percentages o f  t h a t  budge t  f o r  an SBIR 
program. I n  general, an SBIR program is def ined under  t h e  Ac t  as a 
program under  which a por t ion  o f  a federa l  agency's research o r  research and 
development budge t  is reserved f o r  award t o  small business concerns t h r o u g h  
t h r e e  fundamental phases. In i t ia l ly ,  sol ic i tat ions f o r  proposals a r e  released 
b y  an agency. A n  idea o r  ideas are  then  submitted t o  t h e  agency which 
determines t h e i r  technical mer i t  and  feasib i l i ty .  T h e  idea o r  ideas are  then 
f u r t h e r  developed t o  meet pa r t i cu la r  agency needs. T h e  t h i r d  phase involves 
t h e  commercialization o f  t h e  resul ts  o f  t h e  second phase and  " requ i res  t h e  use 
o f  p r i v a t e  o r  non-SBIR federal  f ~ n d i n g s . " ' ~ ~  

T h e  amounts o f  t h e  SBlR awards i n  t h e  f i r s t  t w o  fundamental phases 
are:  l o 6  

(1) Phase 1--$50,000 o r  less t o  cover  a s ix-month w o r k  period; and 

(21 Phase 11--$500,000 o r  less t o  cover  a one- t o  two-year  w o r k  period. 

Under  t h e  Act,  t h e  SBA i s  requ i red  t o  issue pol icy d i rec t ives  f o r  t h e  
general conduct  o f  t h e  SBlR programs which inc lude simpl i f ied and 
standardized sol ic i tat ion and award processes, and minimizing regu la tory  
burdens f o r  pa r t i c i pa t i ng  small business concerns. As requ i red  by t h e  SBA 
pol icy d i rect ive,  al l  agencies are  requ i red  t o  issue program solicitations at 
least once a year."" D u r i n g  federal  f iscal years 1983 t h r o u g h  1985, twelve 
federal  agencies managed SBIR programs, i n  which a to ta l  o f  $355 mil l ion were 
obl igated: f o r  t h e  same per iod  43 solicitations were released; 27,000 
proposals were received; and  approximately 3,800 SBlR awards were m a d e . l o a  

Recently, concern has been expressed rega rd ing  t h e  uneven allocation o f  
SBlR awards, e .g . ,  since 1983 t h e  SBIR program "d i rected 1,514 contracts t o  
companies i n  Cal i forn ia and  966 t o  Massachusetts companies", whi le  t h ree  
contracts went to companies i n  West V i rg in ia  and  two t o  companies i n  South 
Dakota. A consort ium comprised o f  approximately 20 un ivers i t ies  and 
colleges has been organized t o  address t h e  alleged imbalance i n  t h e  
d i s t r i bu t i on  o f  SBlR awards i n  t h e  hopes o f  increasing t h e i r  pa r t i cu la r  state's 
share. ' "  I n  Hawaii, a t  least f o u r  companies have obtained SBlR awards 
to ta l l ing  $1.25 million, since 1983. "' 

2. Hawaii's Loan Programs 

The  state Department o f  Business and  Economic Development (DBED) 
administers f i v e  state loan programs:  t h e  Hawaii Capital  Loan Program; t h e  
Hawaii lnnovat ion Development Loan Program; t h e  Large F ish ing  Vessel Loan 
Program; t h e  Small F ish ing Vessel Loan Program; and t h e  Disaster Commercial 
and Personal Loan Progra . The Department of Ag r i cu l t u re  administers t h e  
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A g r i c u l t u r a l  Loan Program and t h e  Aquacu l tu re  Loan Program. Each o f  t h e  
loan programs i s  f inanced through i t s  own revo l v ing  loan fund. 

T h e  fo l lowing discussion w i l l  h igh l i gh t  those loan programs which are 
d i r e c t l y  related t o  p r o v i d i n g  in i t ia l  f inancia l  assistance t o  e l ig ib le businesses 
i n  t h e  State. "' 

Hawaii Capital  Loan Program (HCLP)."? The  HCLP, established b y  t h e  
Legis lature i n  1963, is designed t o  p rov ide  f inancial  assistance t o  small 
businesses f o r  "p lan t  construct ion,  conversion, expansion, t h e  acquisi t ion of 
land f o r  expansion, t h e  acquisi t ion of equipment, machinery, supplies, o r  
materials, o r  for t h e  supp ly ing  o f  w o r k i n g  capital ." ' "  A "small business" is 
de f ined as "any business en t i ty ,  i nc lud ing  i t s  aff i l iates and subsidiaries, 
wh ich  is non-dominant i n  i t s  f i e l d  and  organized f o r  p r o f i t ,  and which 
conforms w i t h  t h e  SBA def in i t ion  o f  a small business. .  . . "'I5 

Under  t h e  HCLP, loans may b e  in par t ic ipat ion w i t h  f inancial  ins t i tu t ions  
i nc lud ing  t h e  SBA o r  made d i rec t l y  t o  t h e  borrower,  subject t o  t h e  fol lowing 
res t r i c t ions  and l imitat ions: 

No loans shall be  g ran ted  unless f inancial  assistance is not  available 
t o  t h e  appl icant (e .g . ,  d i rec t  loans are  available on ly  when a 
par t i c ipa t ion  loan i s  unavailable, and a par t ic ipat ion loan i s  avaiiabie 
if t h e  appl icant is unable t o  obta in t h e  en t i re  loan f rom a f inancial  
ins i tu t i ton,  SBA, o r  o the r  source);  

T h e  amount of t h e  loan o r  loans t o  any one appl icant shall not 
exceed $1 million; " 6  

No loan shall b e  made f o r  a te rm exceeding twen ty  years; 

Each loan shal l  bear  a simple in te res t  rate of 7-1/2 p e r  cent a year; 

Repayment o f  t h e  f i r s t  instal lment on t h e  pr inc ipa l  o f  each loan may 
be  de fe r red  u p  t o  f i v e  years; 

Payment o f  in te res t  on t h e  pr inc ipa l  o f  a loan may be  defer red  up 
t o  two years f rom t h e  issuance o f  t h e  loan; and 

Part ic ipat ing loans t o  any  one appl icant  shall not exceed 90 p e r  cent  
of t h e  tota l  loan requested. "' 

El ig ib i l i t y  requirements of t h e  HCLP include: "' (11 t h e  appl icant i s  a 
small business concern author ized t o  do  business i n  t h e  State; (21 t h e  
appl icant  i s  unable t o  obta in t h e  desi red loan on reasonable terms f rom t h e  
f inancia l  ins t i tu t ion  pr inc ipa l l y  dealt  wi th;  and (3) the  appl icant has t h e  
ab i l i t y  t o  repay t h e  loan ou t  o f  income f rom t h e  business. I n  approv ing  
loans, t h e  department is t o  consider t h e  "na ture  o f  t h e  business concern and 
t h e  potent ia l  economic advantage it o f fe rs  t h e  State o r  t h e  increased job 
creat ion t h e  loan wi l l  prov ide."" '  

Accord ing  t o  data supplced by t h e  DBEC,  f o r  t h e  fiscal years  1982 
t h r o u g h  1986. t he re  were a to ta l  of 167 loan appIica"rons, e f  wh:ch a totai of  
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80 loans were approved represent ing $6,266,896 i n  loans. Of  t h e  80 loans 
approved, 78 were to  businesses w i th  fewer than 100 employees. New jobs 
created were estimated a t  317 f o r  t he  same per iod.  I n  terms o f  t h e  number of 
loans outstanding b y  i n d u s t r y  classif ication, as o f  A p r i l  17, 1987, more than 
one- th i rd  o f  t h e  loans were i n  manufactur ing industr ies (e .9 .  electronics, 
garment, f ru i t s ,  e tc . )  which comprised approximately 37 per  cent  o r  41 loans 
o f  t h e  t h e  total  number of loans and accounted f o r  38 p e r  cent  o r  $2.8 mill ion 
of t h e  total  amount o f  loan dol lars. (See Appendix F f o r  t h e  breakdown b y  
i n d u s t r y  o f  t h e  number o f  loans outstanding and or ig inal  loan amounts.) As 
o f  December 31, 1986, a total  o f  25 loans were del inquent,  represent ing 
$724,871 o r  15 p e r  cent  o f  t h e  total  dol lar  amount o f  loans outstanding.  1 2 "  

Hawaii Innovat ion Development Loan Program (HIDP) . " '  I n  1981, t he  
Legislature established t h e  Hawaii invent ion development revo lv ing  f u n d  (now 
the  Hawaii innovation development revo lv ing  fund)," '  t o  promote the  
development o f  new products  o r  innovations tha t  d i rec t l y  benef i t  t h e  economy 
of t he  State. Under  section 211E-2, Hawaii Revised Statutes, t h e  department 
is authorized t o  make low-interest loans to  inventors f o r  t h e  development o f  

f , .  

t h e i r  "products"  o r  invent ions". '" Fur ther ,  t h e  department is requ i red  t o  
prescr ibe the  fo rm o f  f inancing ( fu rn i sh ing  o f  r i sk  capital) ,  as def ined under  
section 211E-I, part ic ipat ion it may engage i n  as a resu l t  of making a loan 
under  t h e  program, inc lud ing warrants,  options, o r  royalt ies on sales o r  
earnings.""  Simple in terest  rates on HlDP loans may not  exceed 7-1/2 per  
cent.  

Al though t h e  department is i n  t h e  process o f  amending i t s  ru les f o r  t he  
HlDP pursuant  t o  Act  242, Session Laws o f  Hawaii 1987, t h e  fol lowing is a 
descr ipt ion of some o f  t h e  department 's ex is t ing  ru les regard ing e l ig ib i l i t y  and 
loan types:  

(1) Loans shall be  used f o r  t h e  purpose of f inancing the  acquisi t ion o f  
equipment, machinery, materials, o r  supplies, o r  f o r  work ing  
capital; 

(2) Direct  and par t ic ipa t ing  loans are available i n  a manner similar t o  
the  I-iCLP; and 

(3) El ig ib i l i t y  requirements are similar t o  those under  t h e  HCLP, b u t  
w i th  requirements f o r  patent  r i gh ts  and  copyright^.'^^ 

As o f  1986, no loans have been made under  t h e  HIDP "due t o  re lat ive ly  
few applications received" b y  the  department. 

Hawaii F ish ing  Vessel Loan  program^.'^' T h e  Hawaii Large Fishing 
Vessel Loan Program was established in  1965 t o  prov ide  f inancial  assistance to  
indiv iduals o r  businesses f o r  t he  purchase, construct ion, renovation, 
maintenance, o r  repa i r  o f  vessels weighing f i v e  net  tons o r  more which are 
designed to  be used in  commercial f isheries (e .g . ,  catching, processing, o r  
t ranspor t ing  f i s h ) .  Loans under  th i s  program may be made i n  par t ic ipat ion 
w i th  loans made b y  o ther  f inancial inst i tu t ions,  subject t o  t h e  fol lowing 
restr ic t ions and l imitations: 
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No loan shall exceed 80 p e r  cent  of t h e  cost o f  purchase, 
construct ion,  renovation, maintenance, o r  repa i r  of a vessel; 

T h e  maximum amount of a loan f o r  renovat ion, maintenance, o r  
repa i r  shall not  exceed $50,000 n o r  have a te rm o f  more than ten 
years; 

The  maximum term on a loan f o r  t h e  purchase o r  construct ion o f  a 
vessel shall no t  exceed twen ty  years; 

Each loan shall bear  simple in te res t  a t  t h e  ra te  o f  7-11'2 p e r  cent a 
year;  

Repayment f o r  t h e  f i r s t  instal lment on  t h e  pr inc ipa l  o f  each loan 
may b e  de fe r red  f o r  a per iod  not  t o  exceed two years; and 

T h e  appl icant  must  de r i ve  o r  p lan t o  de r i ve  a t  least 51 p e r  cent of 
t h e  appl icant 's  gross annual income f rom commercial f i sh ing  
act iv i t ies w i t h  t h e  vessel f o r  which t h e  loan is requested. 

I n  1975, t h e  Legis lature establ ished t h e  Hawaii Small F ish ing Vessel Loan 
Program t o  p rov ide  f inancial  assistance t o  ind iv iduals o r  businesses f o r  t h e  
purchase, construct ion, renovation, maintenance, and  repa i r  o f  f i sh ing  
vessels under  f i v e  ne t  tons. Loan requirements and res t r i c t ions  f o r  th is  
p rogram are  similar t o  t ha t  o f  t h e  large f i sh ing  vessel program, except tha t  
n o  loan shall exceed $50,000 n o r  exceed a term o f  ten  years.  

According t o  data p rov ided  b y  t h e  department, f o r  t h e  f iscal years 1982 
t h r o u g h  1986, t h e  Large F ish ing  Vessel Program received a total  o f  61 loan 
appl icat ions, o f  wh ich  37 were approved and accounted f o r  a tota l  o f  
$3,364,663 i n  loans. For  t h e  same period, t h e  Small F ish ing Vessel Program 
received a tota l  o f  63 loan applications; o f  which 40 were approved and 
accounted f o r  a tota l  o f  $819,742 i n  loans. As o f  December 31, 1986, there  
were 51 outs tand ing  loans f o r  t h e  Large F ish ing  Vessel Program o f  which 36 
were del inquent  f i . e . ,  30 days t o  ove r  90 days past  due) to ta l l ing  over  $3.5 
mil l ion o r  79 p e r  cent  o f  t h e  tota l  dol lar  amount o f  t h e  outstanding loans. "' 
For  t h e  same period, t h e  Small F ish ing  Vessel Program had a tota l  o f  47 loans 
outstanding,  o f  which 25 del inquent  loans total led over  $489,790 o r  67 p e r  
cent  o f  t h e  tota l  dol lar amount o f  t h e  ou ts tand ing  loans. " I  As a consequence 
o f  t h e  h igh  del inquency ra te  and  " the  poor  economic condit ion o f  t h e  
commerical f i sh ing  i n d u s t r y  and t h e  t h e  high cost and/or  d i f f i cu l t y  i n  
ob ta in ing  hu l l  insurance", a morator ium was imposed on loans f o r  t h e  
purchase o r  construct ion o f  vessels f o r  bo th  programs d u r i n g  1986. "' 

A g r i c u l t u r a l  Loan Program. 13' The  Agr i cu l t u ra l  Loan Program 
(Programj ,  which is administered b y  t h e  Department o f  Ag r i cu l t u re  was 
establ ished i n  1959 t o  promote ag r i cu l t u re  development w i th in  t h e  State b y  
p r o v i d i n g  f inancial  assistance t o  qual i f ied farmers, meaning persons o f  p roven 
fa rming abi l i ty ,  operat ing a fa rm f rom which at least one - th i rd  o f  t h e  person's 
t ime is devoted t o  o r  net  cash income is de r i ved  f rom d i rec t  par t ic ipat ion i n  
farming.  T h e  Program, l i k e  t h e  HCLP, is designed t o  p rov ide  loans t o  
e l ig ib le borrowers not otherwise available f rom o ther  f inancial  inst i tu t ions o r  
sources a t  reasonable rates.  " 
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Under  t h e  Program, par t i c ipa t ion  loans and  d i rec t  loans may be  made t o  
a qua l i f ied  farmer o r  a person under  t h e  new farmer program who is a ci t izen 
of t h e  Un i ted  States and  has resided i n  t h e  State fo r  a t  least t h r e e  years o r  
an alien who has res ided i n  t h e  States f o r  a t  least f i v e  years, is a sound 
c r e d i t  r i s k  w i t h  t h e  ab i l i t y  t o  repay t h e  loan, and is w i l l ing  t o  c a r r y  ou t  
recommended fa rm management pract ices, subject t o  lending res t r i c t ions  and 
l imitat ions wh ich  include: 13'  

A loan under  t h e  Program is available on ly  if t h e  loan cannot be  
made b y  t h e  Farmers Home Administrat ion, t h e  Federal Land Bank 
Association o f  Hawaii, t h e  Product ion Cred i t  Association o f  Hawaii, 
o r  t h e  Sacramento Bank fo r  Cooperatives, and b y  a t  least two 
p r i v a t e  lenders; 

Part ic ipat ion i n  loans made w i t h  a p r i v a t e  lender may no t  exceed 90 
p e r  cent  o f  t h e  tota l  amount requested; 

I nsu red  loans may no t  exceed 90 p e r  cent  of t h e  loan made b y  a 
p r i va te  lender.  T h e  aggregate of t h e  guaranty  and  par t i c ipa t ing  
loans shal l  not  exceed $10 mil l ion; 

D i rec t  loans are available t o  qual i f ied farmers who are  unable t o  
obta in su f f i c ien t  f unds  a t  reasonable rates f rom p r i v a t e  lenders, t h e  
Farmers Home Administrat ion, o r  do not  qua l i f y  f o r  t h e  department 's 
par t i c ipa t ing  and gua ran ty  loans; and 

Loans made under  t h e  Program are subject t o  t h e  requirements ( t he  
purpose o f  loan, maximum amount o f  t h e  loan, terms o f  t h e  loan, 
e tc . )  f o r  each pa r t i cu la r  class of loans, i . e . ,  fa rm ownership and  
improvement (class A) ,  soil and water  conservat ion loans (class B) ,  
fa rm opera t ing  loans (class C), emergency loans (class D), loans t o  
cooperatives and corporat ions (class E),  and loans f o r  new farmer 
programs (class F) .  " ' 

Accord ing  t o  data p rov ided  by t h e  Department of Agr icu l tu re ,  f o r  t h e  
calendar years 1982 t h r o u g h  1986, t h e  number o f  loans and dol lar  amounts f o r  
t h e  above f i v e  classes o f  loans tota l led 1,021 loans represent ing an aggregate 
amount o f  ove r  $15.8 mil l ion. Farm operat ing loans (class C) accounted f o r  
approximately 85 p e r  cent  o r  866 o f  al l  loans made. T h e  d i rec t  and  insured 
loans were used most f requen t l y .  Also, f o r  t h e  per iod  1982 t o  October 14, 
1987, a tota l  o f  t h i r t een  loans were  considered losses to ta l l ing  over  $196,000. 

Aquacu l tu re  Loan P r ~ g r a r n . " ~  T h e  Aquacu l tu re  Loan Program was 
establ ished i n  1971 t o  f inancia l ly  assist  t h e  development of aquacul ture i n  t h e  
State. "Aquacul ture"  is def ined as " the  product ion  of aquat ic p lan t  and 
animal l i fe  f o r  food and f i b e r  w i th in  t h e  ponds and o the r  bodies o f  water  
w i th in  t h e  real p r o p e r t y  f o r  wh ich  real p rope r t y  taxes are  assessed and paid 
b y  t h e  owner o r  developer."" '  Under  t h e  program, t h e  department may 
make loans t o  qual i f ied aquacul tur is ts  f o r  aquacul tura l  p roducts  development 
such as t h e  f inanc ing  of p lan t  construct ion,  conversion, expansion, t h e  
acquisi t ion o f  land f o r  expansion, the  acquisi t ion of equipment, machinery, 
supplies, o r  materials, o r  f o r  work ing  capital, subject t o  cer ta in loan 
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res t r i c t ions  and l imitat ions which inc lude:  l h O  

Part ic ipat ion i n  loans made b y  a p r i v a t e  lender who i s  unable t o  
lend t h e  bor rower  su f f i c ien t  f unds  a t  reasonable rates and t h e  
bor rower  i s  unable t o  obta in t h e  same f rom t h e  Farmer's Home 
Administrat ion, may no t  exceed 90 p e r  cent  o f  t h e  tota l  amount o f  
t h e  loan; 

I nsu red  loans may not  exceed 90 p e r  cent  o f  t h e  total  amount of t h e  
loan made b y  a p r i v a t e  lender who is unable t o  lend t h e  borrower 
su f f i c ien t  f unds  a t  reasonable rates; 

The  aggregate amount o f  t h e  State's l iab i l i t y  f o r  par t i c ipa t ing  and 
i nsu red  loans may not  exceed $1 mil l ion; and  

T h e  loans made under  t h e  program a r e  subject t o  t h e  requirements 
( t he  purpose o f  t h e  loan, maximum amount o f  t h e  loan, terms of t h e  
loan, etc . )  f o r  each pa r t i cu la r  class o f  loans, i.e., aquacul ture 
fa rm ownership and improvement loans (class A), aquacul ture 
operat ing loans (class B) ,  and  aquacu l tu re  cooperative and 
corporat ion loans (class C ) .  

Accord ing  t o  data p rov ided  b y  t h e  Department o f  Agr icu l tu re ,  f o r  t h e  
calendar years 1982 t h r o u g h  1986 t h e r e  were a tota l  o f  n ine loans made 
represent ing  a total  o f  $377,000 f o r  class A and class B loans. I n  a 1985 
r e p o r t  t o  t h e  Legislature, t h e  department s tated t h a t  loan ac t i v i t y  was 
expected t o  increase t h r o u g h  1990. l" Since t h e  repor t ,  t he re  were 
approximately eleven loan inqu i r ies  w i t h  no loan approvals f o r  1986. For  the  
per iod  January  1, 1987 t o  August  31, 1987, accord ing t o  data prov ided b y  t h e  
Department of Agr icu l tu re ,  ten  loan inqu i r ies  were received and th ree  loans 
were approved (class A and  class B loans--commodities were Chinese cat f ish 
and t i lap ia) .  

I n  addit ion t o  t h e  above loan programs, t h e  Special Purpose Revenue 
Bonds (SPRB) is another source of capital  f rom which e l ig ib le manufactur ing, 
processing, and indus t r ia l  enterpr ises may obta in low interest  loans f o r  
acquisi t ion, purchase, construct ion,  reconstruct ion,  improvement, extension, 
o r  maintenance o f  a p r o j e ~ t . ' " ~  Un l ike  t h e  State's general obl igat ion bonds, 
t h e  issuance o f  SPRBs f o r  each pro ject  o r  mu l t i -p ro jec t  p rogram must f i r s t  be  
approved b y  a separate act  of t h e  Legislature; t h e  SPRBs are not  general 
obl igat ions o f  t h e  State (State is no t  responsible f o r  repayment o f  t h e  debt ) ;  
and  t h e  SPRBs are  not  inc luded w i th in  t h e  deb t  ce i l ing f o r  purposes o f  state 
e x p e n d i t u r e s . " ~ u r t h e r ,  t h e  SPRBs and  income de r i ved  therefrom are 
"exempt f rom al l  state and county taxat ion except  inheri tance, t ransfer ,  and 
estate taxes".  14' 

Once t h e  SPRBs a r e  approved b y  t h e  Legislature, t h e  Department of 
Budget  and Finance, a f te r  en ter ing  i n to  a pro jec t  agreement w i th  t h e  pro ject  
p a r t y ,  may issue t h e  SPRBs. Each pro jec t  p a r t y  is requ i red  t o  estimate t h e  
"benef i ts der ived f rom t h e  use o f  t h e  p rov ide rs "  o f  t h e  SPRBs, based on 
"creat ion o f  new jobs and potent ial  e f fec t  on  tax receipts .  " "' As o f  October 
1987, t he re  were a tota l  o f  a t  least t en  pro jects t h a t  were approved b y  t h e  
Legislature, represent ing a tota l  o f  $122 mil l ion in author ized SPRBs. '" (See 
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Appendix G f o r  t h e  breakdown o f  t h e  ten  pro jec ts . )  

Ill. Business Development Programs and  Services 

A.  Small Business Development Centers (SBDC) 

I n  addressing t h e  problem of t h e  lack of managerial experience among 
small business owners and managers which, as  noted i n  Chapter  4, is a major 
f ac to r  in t h e  fa i l u re  o f  such businesses; about 44 states operate one o r  more 
SBDCs, accord ing t o  a recent  repo r t  en t i t led  "Models o f  State Entrepreneur ia l  
Development Programs", b y  t h e  Wisconsin Department o f  Development (19871, 
p .  40. 

Under  t h e  federal  Small Business Development Center  Act,  "' t h e  SBA is 
author ized t o  make matching g ran ts  (50 p e r  cent  federal  match) t o  a state 
government  o r  agency, any  ins t i tu t ion  of h igher  education, o r  any state- 
char te red development, c r e d i t  o r  f inancing corporat ion, f o r  t h e  establishment 
o f  SBDCs. Under  t h e  Act ,  some o f  t h e  services an SBDC must  p rov ide  
include: 

Ind iv idua l  counsel ing to small businesses; 

Maintaining c u r r e n t  information concerning federal,  state, and local 
regulat ions t h a t  af fect  small businesses and  t o  counsel small 
businesses on methods o f  compliance; 

Maintaining l is ts  o f  local and regional p r i v a t e  consultants t o  whom 
small businesses can be referred;  

Coordinat ing a n d  conduct ing research on technical and general small 
business problems which are  not  easily solved; 

Maintaining a work ing  relat ionship w i t h  f inancial  and investment 
communities, legal associations, local consultants, and local business 
groups and  associations t o  help address t h e  various needs o f  t h e  
small business community; 

Assis t ing i n  t h e  t rans fe r  o f  technology f rom ex i s t i ng  sources t o  
small businesses; and 

P r o v ~ d i n g  problem soiv ing assistance t o  small businesses i n  the 
areas o f  operations, market ing, f inance, business s t ra tegy  
development, personne!, administrat ion, and o ther  discipl ines 
requ i red  fo r  small business growth ,  a n d  decreasing i n d u s t r y  
economic concentrat ions. 

appl icant may app ly  f o r  par t ic ipat ion i n  t h e  SBDC program by 
submit t ing a plan t o  t h e  SBA indicat ing t h e  author ized e n t i t y  o r  ent i t ies 
(e .g . ,  government agency o r  un i ve rs i t y ) ,  t h e  geographic area t o  be  served, 
services t o  be  prov ided,  methods f o r  de l i very  o f  services, a budget ,  and 
o the r  information requ i red  b y  t h e  SBA. T h e  SBDC must be  located where it 
can p rov ide  maximum accessibi l i ty a n d  benefits to  small businesses w i th in  a 
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t a rge ted  geographic area. I n  addit ion, each SBDC must  establ ish an adv isory  
board  as well as p rov ide  fu l l - t ime staf f  and access t o  technical professionals 
such as business analysts, techno logy- t rans fer  agents, and  information 
specialists. 

In t h e  states which have implemented SBDCs, many o f  t h e  SBDCs are 
w i t h i n  un ivers i t ies .  For  example, Connect icut,  Kansas, Louisiana, Nor th  
Carolina, Mississippi, and Wisconsin have t h e i r  SBDCs and regional off ices 
e i ther  located w i th in  and administered by un ivers i t ies  o r  located w i th in  
un ivers i t ies .  Apparent ly ,  t h e  advantage o f  t h i s  t y p e  o f  arrangement is t h e  
p rox im i t y  t o  h igher  educational ins t i tu t ions  f rom which facu l ty  and suppor t  
services are  easily accessible f o r  business management consult ing, market ing 
research, and o ther  research act iv i t ies and faci l i t ies. 

T h e  Nor th  Carolina Small Business and Technology Development Center  
(SBTDC) ' " '  establ ished i n  1984 a t  t h e  Un ive rs i t y  of No r th  Carolina has seven 
u n i v e r s i t y  regional serv ice centers which a r e  responsible f o r  de l i ver ing  
SBTDC's services w i th in  t h e i r  assigned geographic te r r i t o r i es .  Services 
p rov ided  inc lude management and technical assistance t h r o u g h  ind iv idua l  
counsel ing sessions, ta rge ted special t r a i n i n g  workshops which complement 
o the r  t r a i n i n g  programs conducted b y  t h e  SBA, chambers of commerce w i th in  
t h e  state, a n d  special programs such as procurement  assistance f o r  obta in ing 
contracts f rom t h e  federal  government.  T h e  SBTDC has made extensive use 
o f  g raduate  students i n  p r o v i d i n g  t h e  services. T h e  SBTDC enters in to  
w r i t t e n  agreements w i t h  host ins t i tu t ions  (regional serv ice centers) set t ing 
f o r t h  t h e  ex ten t  o f  budge ta ry  suppor t  f rom t h e  SBTDC, program performance 
requirements, as well as f iscal contro l  and  repo r t i ng  requirements. The  
SBTDC headquartered a t  t h e  Un ive rs i t y  04 N o r t h  Carol ina at Chapel Hil l ,  has 
a s ta f f  of seven (an execut ive d i rector ,  two assistant d i rectors,  an execut ive 
secretary, an accounting technician, a c le rk - t yp i s t ,  and  a data e n t r y  c le rk )  
and  t w o  graduate assistants. In i t ia l l y  each regional center  is funded annual ly 
a t  $100,000 which prov ides  f o r  one o r  two professional staff ,  suppor t  
services, and operat ing expenses. T h e  overal l  f u n d i n g  level f o r  t h e  SBTDC 
i s  approximately $1.1 million, o f  which $700,000 is committed t o  t h e  regional 
serv ice  centers, $250,000 f o r  adminis t rat ive services, and $150,000 f o r  special 
programs. Sources o f  f u n d i n g  inc lude state funds ,  federal  f unds  t h r o u g h  t h e  
SBA, and  p r i va te  sources. 

T h e  Kansas Small Business Development Centers (KSBDCs),'" 
establ ished i n  1983 a t  Wichita State Un ivers i ty ,  have e igh t  regional centers 
located a t  par t i c ipa t ing  colleges and un ivers i t ies .  Services p rov ided  by t h e  
regional SBDC inc lude ind iv idua l  business counsel ing b y  professional ly t ra ined  
consultants (pr ivate/profess ional /adv isors,  f acu l t y  members, graduate 
students,  etc . ) ,  t r a in ing  workshops and seminars, and  procurement assistance 
i n  ob ta in ing  government contracts.  Fund ing  o f  t h e  KSBDC f o r  f iscal year  
1987 tota l led over  $1.694 mil l ion f rom federal  sources such as t h e  SBA and 
un i ve rs i t y  matching funds  and  state funds .  

I n  a t  least two states, Oregon and Washington, a state agency i s  
designated and author ized t o  establish business assistance centers. The  
Washington Business Assistance Cen te r , lS0  w i th in  t h e  state department o f  
t r a d e  and economic development, was establ ished to:  (1) p rov ide  
comprehensive re fe r ra l  services t o  businesses; / 2 )  serve  as t h e  business 
ombudsman w i th in  skate gavernment  a n d  advise the  governor  and leg is lature 
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o f  t h e  need f o r  new legislat ion t o  improve t h e  effectiveness o f  state programs 
assist ing business; and (3) cooperate w i th  other  pub l i c  and p r i v a t e  agencies 
and organizations t o  ensure t h a t  business assistance services are del ivered in  
a cost-ef fect ive manner. 

Oregon has taken a d i f f e ren t  approach in  s t r u c t u r i n g  a small business 
development center  program in  which t h e  state economic development 
department is author ized t o  make g ran ts  t o  community colleges to  assist i n  the  
formation o f  small business development centers. 15 '  Community colleges serve 
as t h e  statewide network o f  these centers t o  l i n k  small businesses w i th  college 
resources a n d  business resources th roughou t  t h e  state. T h e  g r a n t  funds are 
to  be used for salaries o f  center  personnel and t o  reta in e x p e r t  business 
resource and t r a i n i n g  services. 

Wisconsin's Small Business Development Center  Information Service 
administered by t h e  Un ive rs i t y  o f  Wisconsin, disseminates a var ie ty  o f  
business-related information, d i rec t l y  o r  ind i rec t ly  th rough  i t s  aff i l iates, t o  
business owners and managers th roughou t  the  s ta te . '5z  I n  p rov id ing  the  
information t o  users th roughout  the  state, t h e  Wisconsin program has 
developed objectives and tasks which may be appropr iate f o r  o ther  states 
exp lor ing  t h e  possib i l i ty  o f  establ ishing a similar t y p e  o f  program (see 
Appendix H).  Services prov ided include not  on l y  general business 
information b u t  also in -depth  searches such as " information on home-based 
businesses; t h e  amount of lime used in  Wisconsin each year; how t o  find 
suppl iers f o r  a p e t  s tore" .153 Suggested s ta f f ing  f o r  developing a 
comprehensive business information service includes an information specialist 
o r  l ibrar ian,  one cler ical assistant, and two o r  th ree  par t - t ime assistants (who 
may b e  s tudents) .  15' 

From t h e  preceding discussion, i t  is ev ident  the re  are various ways o f  
us ing the  SBDC as a vehicle f o r  service de l ivery  o f  business information, 
managerial, and o ther  technical assistance t o  small businesses. It is one 
method o f  coordinat ing local o r  community pub l ic  a n d  p r i va te  business 
services and resources which wi l l  assist in maximizing the  effectiveness of 
those services, as well as t o  in tegrate those services in to  a comprehensive 
service de l ivery  system. 

I n  Hawaii, al though the re  is no established small business development 
center, general information and re fer ra l  services and managerial and technical 
assistance are be ing prov ided by various pub l ic  and p r i va te  agencies a n d  
organizat ions. T h e  fol lowing discussion h igh l igh ts  t h e  major services 
prov ided b y  those agencies and organizat ions. 

1. Government Programs and Services 

The SBA.155 In general, according to  SBA materials, t he  SBA's 
Business Development Program of fe rs  a var ie ty  of services t o  small businesses 
w i th  a special emphasis on improving management sk i l ls  of owners and 
managers th rough  such means as: 

(11 Indiv idual  counseling on par t icu lar  needs of a small business 
th rough  t h e  SBA business deveiopment s taf f ,  t he  Service Corps o f  
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Ret i red  Execut ives (SCORE), t h e  Ac t i ve  Corps o f  Execut ives 
(ACE), and  professional associations; 

(2)  On-s i te  management counsel ing is p rov ided  t h r o u g h  Small Business 
Ins t i tu tes  (SB ls f  a t  t h e  Un ive rs i t y  o f  Hawaii at  Manoa, Un ive rs i t y  
o f  Hawaii--Hilo, Maui Community College, and  Hawaii Pacific College; 

(3) Pre-business workshops f o r  p rospect ive  business owners on  topics 
such as f inance, market ing  assistance, and business si te location; 
and  

(4) Management, market ing, and  o the r  technical publ icat ions available a t  
no charge o r  f o r  a small fee. 

State Small Business ln format ion Serv ice (SBIS). Is' T h e  SBIS, 
opera t ing  as an ac t i v i t y  (no t  an of f ice)  w i t h i n  t h e  Business Development 
Branch o f  t h e  Department o f  Business and  Economic Development (DBED), 
funct ions p r imar i l y  as a business in format ion and re fe r ra l  ~ e r v i c e . ' ~ '  
C u r r e n t  s ta f f i ng  includes two business information specialists and one c le rk  
t y p i s t .  Accord ing  t o  DBED, some o f  t h e  major act iv i t ies conducted b y  t h e  
SBlS inc lude:  

Permit and l icensing information serv ice f o r  prospect ive business 
owners p lann ing  t o  engage i n  a pa r t i cu la r  business i n  t h e  State. 
ln format ion p rov ided  includes a l i s t  of permi ts  and licenses 
(federal,  state, and county )  requ i red  f o r  t h e  pa r t i cu la r  business 
ac t iv i ty ,  t h e  issuing agency, and  i t s  address and phone number; 

Researching and  p r o v i d i n g  copies, upon request, o f  appropr iate 
federal,  state, and county  ru les appl icable t o  a specif ic ac t iv i ty ,  
e .g . ,  sanitat ion code as i t  applies t o  restaurants.  Generally, t h e  
SBIS does no t  i n te rp re t  any  codes o r  ru les  o f  o ther  agencies; 

Prov id ing  market  information, upon request, such as a l i s t ing  o f  
f i rms engaged i n  a par t i cu la r  business ac t i v i t y  and suppl iers of 
specif ic goods, and stat is t ics on potent ia l  users of cer ta in goods o r  
services. Market  feasib i l i ty  studies, market  segment, and o the r  in -  
dep th  market ing  research are no t  p rov ided;  

Prepar ing  booklets and  o ther  informational materials f o r  d i s t r i bu t i on  
such as "S ta r t i ng  a Business i n  Hawaii" and "Hawaii's Business 
Regulations"; 

Maintaining information on t r a i n i n g  workshops, seminars, e t c . ,  and 
promotional materials of o the r  agencies p r o v i d i n g  consult ing, 
management, and technical assistance; and 

Maintaining work ing  relat ionships w i th  o the r  agencies and 
professional and t r a d e  associations which p rov ide  services and 
assistance t o  small businesses. 

I n  addi t ion t o  services prov ided b y  t h e  SBIS ,  according t o  a news 
ar t i c le  in Pacific Business News, a Kauai Business Center  w i i i  be establ ished 
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a t  Kauai Community College t h r o u g h  f u n d i n g  o f  S15,000 f rom t h e  Kauai 
Economic Development Board. l S 8  T h e  business center  wi l l  serve  as an 
information serv ice as well as an entrepreneur ia l  t r a i n i n g  center .  Market ing 
and  adver t i s ing  research f o r  re ta i l  p roducts  is also available f rom t h e  Sul l ivan 
T r a i n i n g  and Research Laboratory a t  t h e  Un ive rs i t y  o f  Hawaii, hlanoa. The  
labora tory  includes a min iature supermarket  i n  which students tes t  t h e  
effect iveness o f  package design and placement, and s t u d y  consumer reactions 
t o  package design, label, p r i ce  d i f ferent ia ls ,  and b r a n d  names. Small local 
businesses have used t h e  labora tory  t o  test  t h e i r  p roducts  o r  develop 
market ing  strategies, f o r  which a minimal fee is charged t o  cover  e lect r ic i ty  
and  custodial  services. 15' 

2. Pr iva te  Sector Programs and  Services 

T h e  Chamber of Commerce o f  Hawaii (Chamber), Small Business Center  
(Center) . ' "  T h e  Center,  t h r o u g h  t h e  Small Business Counci l  (Counci l )  of t h e  
Chamber prov ides ind iv idua l  counsel ing on var ious subjects depending upon 
t h e  person's  par t i cu la r  needs. Counsel ing is available t o  members o f  t h e  
Chamber and nonmembers a t  no charge; loan package preparat ion is a t  $25 
p e r  hou r .  

T h e  Center 's c u r r e n t  s ta f f  consists o f  a d i rector ,  f inancial  advisor,  and 
adminis t rat ive assistant. T h e  d i rec tor ,  a f t e r  determin ing t h e  counseling 
needs o f  a cl ient,  refers t h e  c l ien t  t o  t h e  appropr iate Center  s ta f f  o r  Counci l  
member o r  members. The re  are  no l imitations as t o  t h e  number o f  times a 
c l ien t  may receive counseling services. 

Counci l  membership is by inv i ta t ion  on l y  and is comprised of 
approximately 30 members who a r e  business owners, managers, executives, 
and professionals. Each member is requ i red  t o  make available a t  least f i v e  t o  
ten  hours  p e r  month o f  p r o  bono counsel ing services. The  var ious types  o f  
counsel ing services t h a t  a re  available f rom t h e  Center  and Counci l  members 
include: 

(1 ) Loan package preparat ion;  

( 2 )  Business projections; 

( 3 )  Cost analysis; 

(4) Cash flow; 

(5) Financial statements; 

( 6 )  Accounts receivable; 

( 7 )  Legal advice (non- l i t igat ion) ,  e .g . ,  business formation and fee 
collection; 

(8) Adver t is ing,  market ing, and posit ion assistance; 

(91 Communication systems assistance; 
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(10) Verba l  assistance w i t h  business plans; 

(1 1) Personnel management assistance; and 

(12) Several resource people p rov ide  counseling i n  t h e  general areas of 
import ing,  manufactur ing, wholesaling, reta i l ing,  fas t  food 
businesses, and health care. 

I n  addi t ion,  t h e  Center  p rov ides  an entrepreneur ia l  t r a i n i n g  program which is 
designed f o r  ind iv idua ls  who exh ib i t  t h e  best  potent ial  f o r  c rea t ing  t h e i r  own 
v iable business.  T h e  program is a 12-week course i n  which classes are held 
twice a week. The  program's major focus is developing a formal business 
p lan.  T h e  fee f o r  t h e  course is $275. The  Center  also sponsors monthly 
workshops and  seminars on such topics as t ime management, f inancial  
management, t h e  legalit ies o f  h i r i n g  and f i r i n g  employees, record  keeping and 
t h e  In te rna l  Revenue Service, adver t i s ing  f o r  t h e  small business budget ,  and 
maximizing t h e  sales o f  p roduc ts  o r  services. A fee is charged t o  workshop 
par t i c ipants  t o  cover  expenses f o r  mailing, handout materials, and breakfast  
o r  lunch.  

Honolulu M ino r i t y  Business Development Center  (HMBDC). l6 ' Al though 
t h e  HMBDC has recent ly  closed i t s  doors because i ts  g r a n t  f rom t h e  Minor i ty  
Business Development Agency o f  t h e  U.S.  Department o f  Commerce was not 
renewed, a b r i e f  summary o f  t h e  HMBDC's services is p rov ided  be low. '6z  
T h e  HMBDC, which was operated b y  The  Chamber o f  Commerce o f  Hawaii, 
p rov ided  t h r e e  basic services a t  a subsidized fee t o  qual i f ied minor i ty  
business owners: 

(1) Financial assistance services, which inc luded assis t ing a c l ient  i n  
f i l l i n g  o u t  appropr ia te  loan application forms, p r e p a r i n g  a formal 
business plan, and assistance related t o  accounting and f inancial  
statements; 

(2) Market ing  advice on  how t o  market  a p roduc t  o r  service; and 

(3) Government cont rac t  procurement assistance, which inc luded 
p r o v i d i n g  information on c u r r e n t  bids, upcoming bids, and contract  
awards f o r  construct ion,  supplies, and services f rom federal, state, 
and county  departments o r  agencies. 

T h e r e  are  at least two o ther  p r i v a t e  sector p rov ide rs  of business 
development serv ices- -The Hawaii Ent repreneursh ip  T r a i n i n g  and Development 
I ns t i t u te  ( H E T A D I I  and A lu  L ike 's  Business Assistance Program. HETADl 's  
basic business development educational t ra in ing  program targets  post- 
secondary and adu l t  populations, w i th  a focus on v e n t u r e  d e v e l ~ p m e n t . ' ~ ~  
The  educational p rogram emphasizes a pract ica l  approach i n  which par t ic ipants 
p repa re  a business plan, as well as learn ing business management sk i l ls .  
General business consul t ing services such as business p lann ing  and  market ing 
assistance, a re  available t o  p r i v a t e  businesses f o r  a fee. 

A l u  L lke 's  Business Ass~stance Project (implemented rn January  1987, b u t  
has been temporar i ly  drscontrntied as  of November 1927) provrded f r e e  
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management and technical assistance f o r  t h e  s t a r t - u p  and  expansion o f  
businesses owned b y  na t ive  Hawaiians on Oahu.'" T h e  Project assisted 
cl ients i n  developing business plans and  market ing  plans, and  p rov ided  loan 
packaging assistance, as well as general management counsel ing services. 
Accord ing  t o  A lu  Like, i t s  Business Assistance Project is c u r r e n t l y  
undergo ing  research i n to  t h e  poss ib i l i t y  o f  p r o v i d i n g  addit ional business 
assistance services on a statewide basis.  T h e  Project w i l l  not  be p r o v i d i n g  
d i rec t  services d u r i n g  t h i s  research phase. A lu  L ike  expects t o  have i n  
place an expanded business assistance pro jec t  b y  ear ly  1989. 

6. One-Stop Business Permi t t ing and Licensing Centers 

One purpose o f  establ ishing a one-stop pe rm i t t i ng  center  i s  t o  faci l i tate 
and expedi te t h e  ab i l i t y  o f  businesspersons t o  obta in requ i red  permits and 
l icenses. B y  el iminat ing t h e  dupl icat ion o f  e f f o r t  t ha t  may b e  requ i red  t o  
obta in mul t ip le s tate permi ts  and  licenses as well as  p r o v i d i n g  a centra l  
location f o r  information and necessary forms, t h e  centers enable 
businesspersons who are  e i ther  exp lo r i ng  o r  a re  i n  t h e  l a t t e r  stages o f  
p r e p a r i n g  t o  engage i n  business act iv i t ies t o  be t te r  understand applicable 
ru les o r  requirements, and possib ly  en ter  t h e  marketplace much more qu i ck l y .  
T h e  state, in p r o v i d i n g  t h e  service, i nd i rec t l y  benef i ts  t h r o u g h  businesses' 
cont r ibu t ions  t o  t h e  economy, such as jobs f o r  i t s  cit izens, and taxable 
business and personal income. 

A t  least eleven states: Colorado, Connecticut, Kansas, I l l inois, 
Louisiana, Mississippi, Montana, New Jersey, New York ,  No r th  Carolina, and 
Wisconsin have establ ished a cent ra l  o f f ice w i th in  a state agency t o  p rov ide  a 
system in which persons p lann ing  t o  engage in a pa r t i cu la r  business ac t i v i t y  
may obta in t h e  necessary forms, applications, and information f o r  any 
requ i red  permi t  and  license re lat ive t o  t h e  pa r t i cu la r  business ac t i v i t y .  I c 5  

T h e  scope o f  act iv i t ies and responsibi l i t ies of a one-stop business 
pe rm i t t i ng  center may v a r y  depending upon t h e  amount o f  resources a state is 
w i l l ing  t o  commit. Some states have establ ished a center  t o  merely p rov ide  a 
clearinghouse f o r  information on t h e  t ypes  of permi ts  requ i red  f o r  a par t i cu la r  
business ac t i v i t y  and t h e  necessary forms a n d  appl icat ions. Other  states 
have taken a more act ive ro le in fac i l i ta t ing  a n d  exped i t ing  t h e  obta in ing o f  
requ i red  permits and licenses by author iz ing  t h e  development o f  a master 
appl icat ion form and  moni tor ing t h e  permi t  rev iew process. I n  a l l  of t h e  
aforementioned eleven states, t h e  agency o r  agencies hav ing  jur isd ic t ion over  
t h e  pa r t i cu la r  business ac t i v i t y  and t h e  au tho r i t y  t o  issue permits,  reta in 
t h e i r  jur isd ic t ion and au tho r i t y .  A one-stop business permi t  center  does not  
g r a n t  a n y  permits.  A t  least two states, Colorado and N o r t h  Carolina, have 
express ly  excluded occupational licenses and environmental licenses o r  
permi ts .  

I n  t h e  states tha t  have establ ished a clearinghouse f o r  information and 
appl icat ion forms (Connecticut, i<ansas, I l l inois, Louisiana, and Montana), t h e  
enabl ing legislation enacted b y  each state establ ished a one-stop permi t t ing  
center  w i th in  i t s  department o f  commerce o r  economic development, and  
requ i red  t h e  center  t o  per fo rm cer ta in act iv i t ies.  For  example, Connect icut 's 
One-stop Business Licensing Center  (Center)  w i th in  t h e  department of 
economic development i s  requ i red  t o  obtain information on all regis t rat ion,  
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regu la tory ,  l icensing, permi t t ing,  and  approval  requirements f rom state 
agencies hav ing  ju r isd ic t ion  ove r  any  f i rm,  person, o r  corporat ion in tend ing  
t o  do  business i n  t h e  state. '"  Upon request  f o r  information on  engaging i n  
a pa r t i cu la r  business ac t iv i ty ,  t h e  Center  is requ i red  t o  determine t h e  size 
and n a t u r e  o f  t h e  business and t h e  in tended act iv i t ies.  Based on tha t  
information, t h e  Center  is requ i red  t o  p rov ide  t h e  request ing  p a r t y  a wr i t t en  
not ice ind ica t ing :  (1) t h e  state agencies which t h e  p a r t y  must contact; (2 )  
t h e  applicable regis t rat ion,  regu la tory ,  permi t t ing ,  and approval  
requirements; (3) t h e  applicable renewals f o r  t h e  requirements; (4) any 
appl icable fees; and (5) t h e  name o f  t h e  contact person a t  each agency f o r  
each requi rement .  T h e  request ing  p a r t y  must  comply w i t h  al l  applicable state 
requi rements even if t h e  Center  inadver ten t ly  omit ted it in t h e  w r i t t e n  notice. 

I n  I l l inois,  t h e  Business Assistance Of f ice was establ ished w i th in  the  
department o f  commerce and  community a f fa i rs  t o  p rov ide  information f o r  all 
state government  forms and applications t o  new and  ex i s t i ng  businesses 
t h r o u g h  a business permi t  center . ' "  Each state agency is requ i red  t o  
cooperate w i t h  t h e  business permi t  center  i n  p r o v i d i n g  t h e  information, 
materials, and assistance, as well as t o  designate an ind iv idua l  w i th in  t h e  
agency as t h e  l iaison t o  t h e  center .  

I n  states t h a t  have taken a more act ive role i n  ass is t ing businesses t o  
secure requ i red  permi ts  and  t h e  necessary information and forms (Colorado, 
Mississippi,  New Jersey,  New York ,  No r th  Carolina, and Wisconsin), t h e  
permi t  centers '  scope o f  act iv i t ies have been expanded t o  inc lude one o r  more 
o f  t h e  fol lowing: advocacy act iv i t ies; t h e  prov is ion o f  consolidated hearings, 
when applicable; requ i r i ng  each regu la tory  state agency t o  develop a p lan f o r  
one-stop permi t t ing;  and  p r o v i d i n g  a master application form. For  example, 
Wisconsin's Permit In format ion Center  (Center)  w i th in  t h e  department o f  
economic development, i n  addit ion t o  p r o v i d i n g  information on requ i red  
permi ts  f o r  a pa r t i cu la r  business ac t iv i ty ,  is requ i red  to: ' ' '  

(1) Provide advocacy services before regu la tory  agencies (agencies 
responsible f o r  g r a n t i n g  a permi t )  on behalf  o f  t h e  permi t  
applicant, e .g. ,  moni tor ing t h e  appl icat ion approval  process t o  
assure tha t  permi ts  a re  g ran ted  w i th in  t h e  shor test  amount o f  t ime 
possible b y  law o r  rule; 

( 2 )  Upon request  b y  a permi t  applicant, resolve misunderstandings 
between t h e  person and t h e  regu la tory  agency and p reven t  delays 
i n  t h e  appl icat ion approval  process t o  t h e  ex ten t  possible; and 

(3) Maintain and  publ ic ize t h e  to l l - f r ee  telephone l ine available t o  in -  
state callers t o  t h e  Center  as well as publ ic ize t h e  services of t h e  
Center .  

Each regu la tory  agency is requ i red  t o  cooperate w i t h  t h e  Center  s taf f  b y  
i n t e r p r e t i n g  t h e  requirements f o r  g r a n t i n g  o r  deny ing  i t s  permits and 
p r o v i d i n g  information on t h e  agency's permi t  process. Fu r the r ,  each 
regu la tory  agency is requ i red  t o  designate a s ta f f  person t o  coordinate i t s  
cooperation w i t h  t h e  Center 's  s ta f f .  Upon t h e  request  o f  an appl icant o r  t h e  
Center,  each regu la tory  agency is requ i red  t o  p rov ide  t h e  oppor tun i t y  f o r  an 
informal pre-appl icat ion meeting w i t h  i t s  s t a f f  t o  i den t i f y  all permi ts  requ i red  
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b y  t h e  agency f o r  t h e  business ac t i v i t y  and  t o  expla in t h e  steps invo lved and  
time requ i red  f o r  each step o f  t h e  permi t  process. 

Nor th  Carolina's Business Information Of f ice ( B 1 0 ) ' 6 9  establ ished w i th in  
t h e  department o f  t h e  secretary o f  state prov ides  similar services and 
per forms similar funct ions as Wisconsin's Permit Information Center,  except  
t h e  BIO is requ i red  t o  develop an opera t ing  p lan f o r  an automated master 
appl icat ion system. T h e  system is t o  consolidate t h e  information in to  a single 
master application form. 1 7 "  

C. Small Business Ombudsman 

A n  ombudsman can be  descr ibed as a "gr ievance man", "ci t izens 
protector" ,  o r  "ci t izens defender",  whose basic func t ion  is t h e  impart ial  
hand l ing  o f  ind iv idua l  complaints against pa r t i cu la r  adminis t rat ive acts o f  
government agencies. 171  Typ ica l l y ,  an ombudsman, a f te r  receipt  o f  a 
complaint, determines t h e  mer i ts  o f  t h e  complaint (e .g . ,  complaint unfounded 
o r  beyond i t s  jur isd ic t ion,  o r  war ran ts  an invest igat ion) .  I f  t h e  complaint 
war ran ts  an invest igat ion, t h e  ombudsman wi l l  impart ia l ly  pu rsue  t h e  matter 
w i t h  t h e  par t i cu la r  agency. I n  instances where a claim is found t o  be  
meri tor ious, t h e  ombudsman recommends t o  t h e  agency cor rec t ive  actions t o  
r e c t i f y  t h e  pa r t i cu la r  problem. T h e  ombudsman has no au tho r i t y  t o  compel 
t h e  adminis t rat ive agency t o  accept t h e  recommended cor rec t ive  ac t ions . '72  

A small business ombudsman can be  perceived as per fo rming t h e  similar 
basic func t ion  of a typ ica l  ombudsman. 17 '  I n  states wh ich  have a government 
ombudsman t o  handle complaints impart ia l ly  against  adminis t rat ive acts of 
government agencies, such as Hawaii,l7"he need f o r  another similar 
ombudsman f o r  small business is no t  as ev ident  as compared t o  a state which 
has no ombudsman at al l .  T h e  obvious reason is t h a t  t h e  e f fo r t s  o f  t h e  small 
business ombudsman would be  dupl icat ive,  unless t h e r e  are  s igni f icant  and 
substant ial  regu la tory  problems un ique t o  small businesses. 

Th is ,  however, is not  t h e  case i n  Hawaii. With t h e  except ion of state 
government programs specif ical ly f o r  small business, such as t h e  Hawaii 
Capital Loan Program, rules adopted b y  state agencies pu rsuan t  t o  a 
pa r t i cu la r  au thor iz ing  s ta tu te  usual ly  app ly  t o  businesses i n  genera l . I 7 '  
Under  chapter  96, Hawaii Revised Statutes, t h e  Ombudsman is authorized t o  
invest igate complaints against t h e  adminis t rat ive acts o f  state and county 
agencies which t h e  Ombudsman determines are  appropr ia te  f o r  invest igat ion i f ,  
f o r  example, an adminis t rat ive act  is con t ra ry  t o  law o r  unreasonable, un fa i r ,  
oppressive, o r  unnecessari ly d iscr iminatory,  even though i n  accordance w i th  
law. "' Fur ther ,  f o r  purposes o f  pub l ic  ut i l i t ies regulat ion and ratemaking, 
under  section 269-51, Hawaii Revised Statutes, t h e  consumer advocate is 
requ i red  t o  "represent,  protect ,  and advance t h e  in te res t  o f  al l  consumers, 
inc lud ing  small businesses, of u t i l i t y  serv ices."  

I n  states which have establ ished a small business ombudsman, t h e  
p r imary  role of those ombudsmen is advocacy ra the r  than invest igat ion.  For  
example, Wisconsin's Small Business Ombudsman w i th in  t h e  department o f  
development: ( 1 )  monitors legislation and rules a f fec t ing  small businesses and 
prov ides information t o  smali business groups and  t h e  legislature; (2) assists 
businesses w i th    am plaints regard ing  state lawsl or  adminis t rat ive ru les;  and 
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(3) p rov ides  information and  re fe r ra l  on programs designed f o r  small 
b ~ s i n e s s . " ~  New York ' s  Business Services Ombudsman Program wi th in  t h e  
department  o f  commerce: ( 1 )  assists businesses i n  resolv ing bureaucrat ic  
problems encountered w i th  government  agencies; ( 2 )  serves as an advocate o f  
business and  recommends new laws and regulat ions t o  improve t h e  business 
climate; (3) works  w i t h  business f i rms and t h e  state tax  department t o  solve 
tax  problems and  expedi te tax  re funds as well as work  w i th  business 
organizat ions and  t r a d e  associations t o  address specif ic problems of t h e  
business community; and (4)  monitors t h e  state regu la tory  p rocess . '78  

I n  Florida, t h e  Bureau o f  Business Assistance w i th in  t h e  d iv is ion of 
economic development, department o f  commerce serves as t h e  ombudsman f o r  
small and m ino r i t y  businesses. The  ombudsman is b road ly  def ined "as an 
o f f i ce  o r  ind iv idua l  whose responsibi l i t ies inc lude p r o v i d i n g  assistance to small 
and m ino r i t y  businesses deal ing w i t h  governmental a g e n ~ i e s . " ' ~ '  According 
t o  t h e  Bureau o f  Business Assistance, as p a r t  o f  t h e  ombudsman program t h e  
Bureau monitors s tate agency ru les  and regulat ions t o  determine i t s  impact on 
small businesses. If t h e  r u l e  o r  regulat ion has a negat ive impact, t h e  Bureau 
makes specif ic recommendations t o  t h e  pa r t i cu la r  agency.  I n  1985 a small and 
m ino r i t y  business advocate posit ion was created w i th in  t h e  department o f  
commerce t o  serve  as an advocate o f  t h e  small and minor i ty  business 
community as well as represent ing  t h e  small and minor i ty  business adv isory  
counci l .  l s O  T h e  advocate's dut ies include: ( I )  commenting a t  pub l i c  
hear ings on issues and  concerns o f  small and minor i ty  businesses which 
inc lude legislation a f fec t ing  small and minor i ty  businesses; and (2) 
represent ing  t h e  in terests of small and minor i ty  businesses regard ing  ru les o r  
regulat ions wh ich  may a f fec t  those businesses. " ' 

For  Hawaii, i f  t h e r e  is t o  be  a state small business ombudsman, t h e  most 
appropr ia te  role and  func t ion  are  tha t  o f  a business advocate. An 
inves t iga tory  func t ion  f o r  complaints against adminis t rat ive acts o f  state and 
coun ty  agencies would dupl icate t h e  e f fo r ts  o f  t h e  state's ombudsman's off ice, 
and t h u s  is no t  necessary. A business advocate would serve t h e  small 
business community b y  receiv ing complaints concerning laws, ru les,  o r  
policies which a f fec t  small businesses, and b y  developing w i th  t h e  cooperation 
o f  t h e  pa r t i cu la r  regu la t ing  agency proposals t o  resolve t h e  problems o r  
concerns.  The  business advocate could also assist  t h e  small business 
community i n  addressing legislat ive and adminis t rat ive issues a f fec t ing  small 
businesses. One possible vehicle p r o v i d i n g  t h e  cata lyst  f o r  t h e  funct ions and 
services o f  t h e  business advocate is t h r o u g h  t h e  establishment of a small 
business adv isory  counci l .  Cu r ren t l y ,  t h e  Governor 's  Small Business 
Adv i so ry  Committee, which is a g r o u p  of businesspersons and state execut ive 
d i rec tors ,  prov ides a fo rum f o r  t h e  discussion o f  issues of par t i cu la r  concern 
t o  smali businesses f rom which recommendations on legislat ive o r  
adminis t rat ive mat ters a r e  submitted t o  t h e  Governor .  ' '* 

I V .  Regulatory F lex ib i l i t y  

I n  1980, Congress enacted t h e  Regulatory F lex ib i l i t y  Ac t  ( R F A ) ' 8 3  f o r  
t h e  declared purpose " to  establ ish a p r i nc ip le  of regu la tory  issuance t h a t  
[ federal ]  agencies shall endeavor, consistent w i th  t h e  objectives of t h e  rules 
and applicable statutes, t o  f i t  regu la tory  a n d  information requirements t o  t h e  
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scale o f  t h e  businesses, organizat ions, and governmental jur isd ic t ions subject 
t o  regulat ion.  T o  achieve th i s  p r inc ip le ,  agencies a r e  requ i red  t o  sol ic i t  and  
consider f lex ib le  regu la tory  proposals and t o  expla in t h e  rationale f o r  t h e i r  
actions t o  assure t h a t  such proposals a re  g iven serious  ons side ration."'^' 
T h e  impetus f o r  t h e  enactment o f  t h e  RFA is t h e  fac t  t h a t  un i fo rm regu la tory  
and repo r t i ng  requirements have imposed "unnecessary and burdensome 
demands inc lud ing  legal, accounting, and consul t ing costs upon small 
businesses", even though t h e y  may no t  have caused t h e  problems tha t  gave 
r i se  t o  a pa r t i cu la r  governmental regulat ion.  '" Fur the r ,  smaller businesses 
w i t h  l imited resources are  at a competi t ive disadvantage as compared t o  l a rge r  
businesses i n  terms o f  costs o f  compliance w i t h  governmental regulat ions. For  ,, . 
example, if a smaller f i rm's cost o f  compliance goes u p  w i t h  increasing o u t p u t  
[p roduct ion ]  and  a la rger 's  f i r m  cost o f  compliance goes down w i th  each 
addit ional u n i t  o f  ou tpu t ,  and al l  else remaining equal . .  . , then  t h e  l a rge r  
f i r m  has a competi t ive advantage ove r  t h e  smaller f i r m . " ' 8 6  

T h e  problems associated w i t h  governmental regulat ions experienced b y  
businesses also ex tend t o  state regu la tory  schemes. A t  least 23 states have 
enacted some t y p e  o f  regu la tory  f l ex ib i l i t y  legislation, most o f  which a r e  
modeled a f te r  t h e  R F A . l S 7  T h e  RFA applies t o  eve ry  r u l e  f o r  which t h e  
federal  agency publ ishes a general not ice o f  proposed rulemaking pu rsuan t  t o  
section 553fb) o f  t h e  Admin is t ra t i ve  Procedure A c t  f o r  pub l i c  not ice and 
comment, subject t o  cer ta in exceptions, e .g . ,  i n te rp re ta t i ve  rules ( ru les  
" in tended on ly  t o  implement a s ta tu te  and i n  which Congress has no t  
delegated legis lat ive- type a u t h o r i t y  t o  t h e  agency") .  '" 

T h e  major components o f  t h e  RFA re la t ive  t o  a ru le 's  expected impact 
upon "small ent i t ies"  (small business, small organizat ion, small government 
ju t i sd ic t ion)  as def ined under  5 U .S .C .A .  S601, inc lude:  

(1)  A l lowing an agency t o  c e r t i f y  t h a t  a r u l e  does no t  have a 
"s igni f icant  economic impact on a substant ial  number o f  small 
ent i t ies",  i f  t h e  agency f inds  t h a t  t h e  ru le  wi l l  ne i ther  benef i t  o r  
adversely  affect small u t i ! i t ies.  j S 9  Thus, no f u r t h e r  regu la tory  
f l ex ib i l i t y  analysis is requi red;  

( 2 )  An in i t ia l  regu la tory  f l ex ib i l i t y  analysis must  b e  prepared whenever 
an agency is requ i red  t o  pub l ish  a general not ice of proposed 
ru lemaking f o r  any proposed ru le .  T h e  analysis must ~ o n t a i n ; ' ~ ~  

[ ( a ) ]  a desc r ip t ion  of t h e  reasons why ac t ion  by t h e  
agency is being considered;  

b a succ inc t  s tatement  of t h e  ob jec t ives  o f ,  and 
l ega l  bas i s  f o r ,  t h e  proposed r u l e ;  

[ ( c ) ]  a desc r ip t ion  of and where f e a s i b i e ,  an es t imate  
of the  number of  small e n t i t i e s  t o  wnich t h e  
proposed r u l e  w i l l  apply;  

[ ( d l )  a desc r ip t ion  of t h e  pro jec ted  repor t ing ,  
recordkeeping and o t h e r  compliance requirements 
of  r h e  proposed r u l e ,  i nc lud ing  an es t imate  of 
the  c la s se s  s f  s n a i l  entiries which sill be 
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sub jec t  t o  the  requirement and t h e  type of 
p ro fess iona l  s k i l l s  necessary fo r  p repara t ion  o f  
the  repo r t  o r  record; [and] 

[ ( e ) ]  an i d e n t i f i c a t i o n ,  t o  t h e  ex ten t  p r a c t i c a b l e ,  o f  
a l l  r e levan t  f ede ra l  laws which may dup l ica te ,  
over lap  o r  c o n f l i c t  w i t h  t h e  proposed r u l e .  

Fur the r ,  each in i t ia l  analysis must  also descr ibe any  s igni f icant  
a l ternat ives t o  t h e  proposed r u l e  which accomplish t h e  stated 
object ives o f  applicable statutes and  which minimize any s igni f icant  
economic impact o f  t h e  proposed r u l e  upon small ent i t ies such as: 
" (1)  t h e  establishment o f  d i f f e r i n g  compliance o r  repo r t i ng  
requirements o r  timetables t h a t  t ake  in to  account t h e  resources 
available t o  small entit ies; ( 2 )  t h e  clar i f icat ion, consolidation, o r  
simpl i f icat ion o f  compliance and  repo r t i ng  requirements under  t h e  
r u l e  f o r  such small ent i t ies; (3) t h e  use of performance standards 
ra the r  t han  design standards; o r  (4) an except ion f rom coverage o f  
t h e  rule, o r  any p a r t  thereoi ,  f o r  such small en ti tie^;"'^' and 

(3) The  f ina l  regu la tory  f l ex ib i l i t y  analysis is requ i red  when an agency 
issues a f ina l  ru le .  T h e  agency may again c e r t i f y  t h a t  t h e  ru le  wi l l  
not  have a s igni f icant  impact on a substant ia l  number o f  small 
ent i t ies, and  t h u s  no f u r t h e r  analysis is requ i red .  The  f ina l  
regu la tory  f l ex ib i l i t y  analysis must  contain: l S z  

(a) a statement o f  t h e  need fo r ,  and t h e  object ives of, t h e  rule; 

(b )  a summary o f  issues raised b y  pub l ic  comments, an assessment 
o f  those issues, and  a statement of any  changes made t o  t h e  
proposed r u l e  as a resu l t  o f  t h e  pub l ic  comments t o  t h e  in i t ia l  
regu la tory  f l ex ib i l i t y  analysis; and 

(c )  a descr ipt ion o f  each s ign i f i can t  a l te rna t ive  t o  t h e  r u l e  
consistent w i th  t h e  stated objectives o f  applicable statutes as 
well as ind icat ing t h e  reasons w h y  each one o f  t h e  objectives 
were rejected. 

I n  addit ion t o  o the r  procedural  requirements re lat ive t o  pub l ish ing  t h e  
regu la tory  f l ex ib i l i t y  analyses and cer t i f icat ions i n  t h e  Federal Register f o r  
pub l ic  rev iew and comment, t h e  RFA requi res each federal  agency t o  pub l ish  
i n  t h e  Federal Register  a " regu la tory  f l ex ib i l i t y  agenda" which describes t h e  
subject area o f  t h e  proposed rule, a summary of t h e  rule, and the  name and 
telephone number o f  t h e  agency of f ic ia l  knowledgeable o f  t h e  ru le .  l S 3  

There  is no  d i rec t  enforcement f o r  agency compliance w i t h  t h e  RFA. 
The  chief  counsel f o r  advocacy o f  t h e  Small Business Adminis t rat ion (SBA) is 
requ i red  t o  monitor agency compliance w i th  t h e  RFA and repo r t  annual ly  t o  
t h e  President and  special congressional  committee^.'^" Congressional 
ove rs igh t  is t h e  i nd i rec t  enforcement mechanism f o r  t h e  RFA. Fu r the r ,  t h e r e  
is no d i rec t  judicial  rev iew o f  an agency action under  t h e  RFA. I 5  U . S . C .  
§611[a) and (b ) ,  p rov ides  tha t  any f l ex ib i l i t y  analysis p repared under  t h e  
Ac t  and an agency's compliance o r  noncompliance of t h e  Act are not  subject to 
judicial  rev iew.  A regu la tory  f i ex ib i i i t y  analysis i s  p a r t  of t h e  whole record 
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o f  t h e  agency action i n  connection w i t h  an action f o r  judicial  review of t h e  
ru le .  

Another  s igni f icant  component o f  t h e  RFA is t h e  requirement f o r  per iodic  
review of agency ru les .  Each agency is requ i red  t o  develop a p lan f o r  t h e  
per iodic  review o f  t h e  ru les issued b y  t h e  agency "which have o r  wi l l  have a 
s igni f icant  economic impact upon a substant ia l  number o f  small en t i t ies . " " "  
T h e  purpose f o r  per iodic  review is " t o  determine whether  such rules should 
b e  cont inued w i thout  change, o r  should be  amended o r  rescinded, consistent 
w i t h  t h e  state object ives of applicable statutes, t o  minimize any s igni f icant  
economic impact o f  t h e  rules upon a substant ia l  number o f  such small 
en ti tie^.""^ The  agency is requ i red  t o  review those ru les w i th in  ten  years 
f rom t h e  ef fect ive date of t h e  RFA (January 1, 1981) f o r  rules ex is t ing  p r i o r  
t o  t h e  RFA o r  w i th in  ten  years f rom t h e  publ icat ion o f  t h e  rules as f ina l  f o r  
ru les adopted a f te r  January  1, 1981. 

How ef fect ive is t h e  RFA? According t o  t h e  SBA's chief counsel f o r  
advocacy most recent  annual repor t ,  t h e  RFA "has general ly been successful 
i n  improving rulemaking proceedings. Many federal agencies have improved 
t h e i r  regu la tory  decisions b y  (1) us ing  be t te r  economic data; (2) increasing 
communications w i t h  t h e  small business community and t h e  Off ice of Advocacy; 
(31 consider ing and  analyzing al ternat ives; and (4) developing ru les more 
f i ne l y  a t tuned t o  t h e  concerns o f  small b u s i n e s s e ~ . " ' ~ '  However, t h e  repo r t  
also states tha t  t h e r e  are r e c u r r i n g  problems such as (1)  fa i lu re  of agencies 
t o  consider regu la tory  ef f ic iency (competi t ive impact o f  regulat ions on  small 
ent i t ies) ;  (2) exemptions o f  ru les f rom t h e  RFA, e.g. ,  in te rpre ta t ive  rules, 
rules re la t ing  t o  agency management o r  t o  pub l i c  p roper ty ,  loans, grants,  
benef i ts,  o r  contracts;  and (3) b i fu rca ted  ru lemaking which involves a two- 
t i e r  process i n  which an agency uses t h e  not ice and comment prov is ions of 
t h e  Adminis t rat ive Procedure Ac t  f o r  gener ic  rules t o  implement i t s  s ta tu tory  
obl igat ions which are  la te r  f u r t h e r  developed i n to  specif ic regu la tory  
d i rect ives tha t  a re  not  requ i red  f o r  pub l ic  not ice and comment. 

I n  Hawaii, t h e  issue o f  regu la tory  reform f o r  small business is not  
new.199 D u r i n g  t h e  1982 and 1983 regu lar  sessions, the  Legislature 
considered, b u t  did not  enact, at  least t w o  proposals which, among o the r  
th ings,  would have requ i red  an agency, p r i o r  t o  t h e  adoption, amendment, o r  
repeal o f  a rule, t o  p repare  an economic impact statement o f  the  proposed 
action upon small bus inesses .Z0n T h e  legislation also prov ided f o r  per iodic  
review o f  agency rules hav ing  an impact on  more than 20 p e r  cent  o f  al l  
businesses o r  10 p e r  cent  o f  t h e  businesses i n  any  i n d u s t r y .  

Test imony on these proposals f rom business organizations indicated t h a t  
a major complaint among small businesses "have always been i l l -advised 
regulat ions which do  not  appear t o  fit in to  the  scope of operations and a 
feasible method of compl iance."z0 '  T h e  cost o f  compliance w i th  excessive o r  
over ly  burdensome governmental regulat ions has been stated t o  "not on ly  
discourage formation of new small businesses b u t  also t o  cont r ibu te  t o  t h e  
cost o f  goods and  services sold b y  small bus inesses . "ZnZ On t h e  o ther  hand, 
test imony f rom several state agencies indicated a common concern t h a t  
addit ional manpower would be requ i red  to pe r fo rm the  economic analysis and 
per iodic  review of agency rules, and thus  increase t h e  cost of government 
operat ions. '" 
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Cur ren t l y ,  t he re  is no  s ta tu tory  mandate requ i r i ng  an agency t o  per fo rm 
a regu la tory  f l ex ib i l i t y  analysis o r  economic analysis f o r  any  proposed 
ru lemaking actions. However, t h e  Governor  b y  execut ive o r d e r  has 
establ ished a pol icy and procedure b y  which each state adminis t rat ive agency 
is requ i red  t o  obta in t h e  Governor 's  approval  f o r  any  proposed rules, p r i o r  
t o  t h e  "announcement of a pub l ic  hear ing  o r  t h e  hold ing o f  pub l ic  hear ing"  on 
t h e  proposed r u l e s . 2 0 "  T h e  agency proposing t o  adopt, amend, o r  repeal a 
r u l e  must submit t o  t h e  Governor,  among o the r  th ings ,  information re lat ing t o  
t h e  e f fec t  of t h e  proposed ru le  on t h e  (1) " long and s h o r t  range program and 
f inancia l  impact" upon t h e  State, (2)  " long and shor t  te rm impacts on the  
publ ic ,  on economic g rowth  and t h e  economy o f  t h e  State, and on the  
indiv iduals o r  businesses which must comply", and (3) "al ternat ives explored 
i n  at tempt ing t o  resolve t h e  problem o r  s i tuat ion a t  hand, o the r  than tha t  of 
adopt ing, amending, o r  repeal ing t h e  rules i n  ques t i on . ' ' 2o5  

A f t e r  a pub l i c  hear ing  has been held on t h e  rulemaking proposal, t h e  
agency responsible f o r  proposing t h e  r u l e  must obta in t h e  Governor 's  f ina l  
approval  f o r  t h e  proposal, and in form t h e  Governor  "whether  t h e  facts and 
circumstances regard ing  t h e  proposed adoption, amendment, o r  repeal o f  t h e  
rules have changed, compared t o  t h a t  information" submit ted t o  t h e  Governor  
p r i o r  t o  t h e  pub l ic  h e a r i n g . 2 0 6  

The  requi rement  i n  section 91-3, Hawaii Revised Statutes, of 
gubernator ia l  approval  f o r  t h e  rulemaking proposal t o  take  e f fec t  adds a 
s igni f icant  element of pol i t ical  accountabi l i ty .  B y  comparison, federal agencies 
do  no t  have t o  obta in pres ident ia l  approval  of ru lemaking proposals. The re  
is, however, no  express prov is ion  under  t h e  execut ive o r d e r  o r  sections 91-2 
and  91-3, Hawaii Revised Statutes ( re la t ing  t o  pub l ic  information, and 
procedure  f o r  t h e  adoption, amendment, o r  repeal of ru les) ,  f o r  pub l ic  review 
and  comment on t h e  information submitted t o  t h e  Governor  concerning t h e  
ant ic ipated impact, if any, upon affected businesses. Fur ther ,  state agencies 
are  not  requ i red  t o  pe r fo rm a per iodic  review of t h e i r  adminis t rat ive rules t o  
determine whether  t h e  rules should be  cont inued w i thout  change, o r  amended 
o r  repealed, consistent w i th  t h e  purposes and object ives o f  applicable 
s tatutes.  

I n  summary, regu la tory  f l ex ib i l i t y  analyses f o r  proposed rules which 
have a s igni f icant  economic impact upon a substant ial  number o f  small ent i t ies, 
and  t h e  considerat ion o f  a l ternat ives t o  t h e  ru lemaking such as d i f f e r i n g  o r  
repo r t i ng  requirements f o r  small entit ies, serve t o  ensure tha t  small ent i t ies 
are  no t  ove r l y  burdened b y  government rules as well as t o  balance t h e  cost 
o f  compliance w i t h  government ru les between small and la rge  f i rms.  Yet, t h e  
added cost t o  state o r  local governments i n  implementing similar prov is ions of 
t h e  RFA, e . g . ,  in i t ia l  regu la tory  f l ex ib i l i t y  analysis is no t  readi ly  
ascertainable. Moreover, since t h e r e  is in place a r u l e  analysis and review 
process f o r  proposed rules o f  state agencies, coupled w i th  t h e  fac t  t ha t  a 
major i ty  o f  businesses i n  t h e  State can be considered small businesses, t h e  
need f o r  a more detai led o r  r igorous analysis of a proposed ru le 's  economic 
impact upon small businesses may not  be  compelling. 
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V. Ent repreneur ia l  Educat ion 

T h e  problem o f  de f in ing  en t repreneur ia l  education, along w i th  t h e  lack of 
c la r i t y  o r  consistency i n  course content,  t h e  use o f  un t ra ined  o r  d is interested 
facul ty ,  o r  both, and t h e  lack o f  an adequate fo rum f o r  research f o r  
cu r r i cu lum development and course content  has been stated as t h e  f o u r  major 
areas o f  concern f o r  those in te res ted  i n  developing ent repreneursh ip  as an 
academic cur r icu lum.  ' 0 7  

A n  "ent repreneur"  is def ined as "one who undertakes t o  conduct  an 
en terpr ise  o r  business, assuming f u l l  con t ro l  and r isk." ' "  'Educat ion"  i s  
def ined as t h e  "systematic development and  cu l t i va t ion  of t h e  natura l  powers, 
by inculcat ion, example, e t ~ . " ' ~ ~  Yet, a un i fo rm def in i t ion o f  entrepreneur ia l  
educat ion is no t  read i ly  found.  For  example, t o  "many [people] t h e  s t u d y  o f  
en t repreneursh ip  is j us t  an of fshoot  of small business courses; t o  others, i t  
is something more; a way t o  in tegra te  t h e  func t iona l  areas o f  management, 
market ing,  f inance, a n d  accounting in to  a s t ra teg ic  framework t h a t  applies 
d u r i n g  t h e  in i t ia l  states o f  g rowth  o f  a f i rm . "Z1D Another  w r i t e r  suggests 
t h a t  en t repreneursh ip  education should b e  viewed as a "career process" i n  
which " the  creat ion and development of one o r  more new enterpr ises is a 
passage, a f i e ld  o f  pu rsu i t ,  a cal l ing, a way o f  l i f e  t ha t  f i t s  t h e  basic not ion 
o f  a career."" '  

One solut ion t o  t h i s  def in i t ional  problem is t o  d is t ingu ish  small business 
owners f rom e n t r e p r e n e ~ r s . " ~  A small business owner may be  def ined as 
,9 < an ind iv idua l  who establishes and manages a business f o r  t h e  pr inc ipa l  
purpose o f  f u r t h e r i n g  personal goals. .  . . T h e  owner perceives t h e  business 
as an extension o f  h is  o r  h e r  personal i ty,  w i th  family needs and desires."'"" 
A n  entrepreneur,  on  t h e  o the r  hand, may be  def ined as " 'an ind iv idua l  who 
establishes and  manages a business f o r  t h e  pr inc ipa l  purpose o f  p r o f i t  and 
g r o w t h . .  .character ized pr inc ipa l l y  by innovat ive  behavior,  and employs 
s t ra teg ic  management pract ices i n  t h e  b ~ s i n e s s . " ' ~ ' "  

T ied  t o  t h e  def in i t ional  problem is t h e  lack of c la r i t y  o r  consistency i n  
t h e  content  o f  a course on ent repreneursh ip .  T h e  course content  w i l l  o f ten  
v a r y  depending upon t h e  i ns t ruc to rs  "personal preference as t o  de f in i t ion  and 
scope" as evidenced b y  t h e  fac t  t h a t  some entrepreneur ia l  courses resemble 
small business courses (managing and  opera t ing  a small business) whi le o thers  
"s t ress pract ica l  application a t  t h e  expense o f  conceptual d e v e l ~ p m e n t . " ~ ' ~  
However, b y  us ing  a work ing  de f in i t ion  o f  small business owners and 
entrepreneurs,  as noted above, Sexton and Bowman, s u p r a  a t  21 (see 
footnote 207 f o r  ci tat ion t o  ar t ic le) ,  suggest t ha t  t h e  t r e n d  f o r  
entrepreneur ia l  courses "w i l l  be  towards a planning/future/orientation p r o f i t  
motive approach. " 

Entrepreneur ia l  education courses and  cu r r i cu la  should be designed t o  
address t h e  pa r t i cu la r  t a rge t  g r o u p  o r  g roups  of entrepreneur ia l  needs as 
well as t h e  personal character ist ics o f  en t repreneurs .  A f a i r l y  recent s tudy  
on t h e  educat ion o f  en t repreneurs  found  tha t :21 "  

(1) Small business owners and  managers who are  e i ther  s ta r t i ng  a 
business o r  operat ing an ongoing business "need information on 
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services available and t h e  laws w i th in  which they  must operate as 
well as technical ski l ls and  advice and encouragement"; 

(2) Government pol icy makers, and advisors such as cer t i f ied  pub l ic  
accountants and bankers  "need a conceptual f ramework f o r  
unders tand ing  problems fac ing t h e  small f i rm,  analyt ical  sk i l l s  t o  
judge t h e  v iab i l i t y  o f  t h e  en t repreneur ia l  e f fo r t ,  and  counsel ing and 
adminis t rat ive sk i l ls" ;  and 

(3) College o r  un i ve rs i t y  s tudents "need, i n  addi t ion t o  course work  i n  
t h e  technical areas o f  business, courses specif ical ly aimed a t  t h e  
pecul iar i t ies of new ventures  and/or  small business operat ions." 

Fu r the r ,  t h r o u g h  a s tudy  o f  401 Bay lor  Un ive rs i t y  undergraduate  
students major ing i n  entrepreneurship,  business, and  nonbusiness programs a 
p ro f i l e  o f  t h e  en t repreneursh ip  s tudent  was developed, showing tha t  
entrepreneur ia l  s tudents are  " independent ind iv idua ls  who d is l i ke  rest ra in ing,  
rest r ic t ion,  and t h e  rout ine.  They  are  capable o f  o r ig ina l  thought ,  especially 
under  condit ions o f  ambigui ty  and uncer ta in ty .  Many o f  them need t o  develop 
be t te r  communication sk i l ls  and t o  become more aware o f  how others perceive 
t h e i r  behavior .  "' " 

Sexton and  Bowman, s u p r a  a t  30, suggest t h a t  a course i n  
en t repreneursh ip  should be  "cons t ruc t ive  and pose problems requ i r i ng  novel 
solutions under  condit ions o f  ambigui ty  and r i s k "  w i th  a " f rus t ra t i on  fac tor  
( i n  t h e  form o f  inadequate data ava i lab i l i t y ) "  inc luded i n  t h e  course as a 
" b a r r i e r  t o  t h e  successful completion o f  a class p ro jec t . "  

Cu r ren t l y ,  it is estimated t h a t  t he re  are  350 colleges and univers i t ies 
o f f e r i n g  entrepreneur ia l  courses.'' ' Perhaps a more reveal ing indicat ion o f  
t h e  status o f  entrepreneur ia l  education at t h e  post-secondary education level 
is a recent  su rvey  o f  100 college business schools th roughout  t h e  Uni ted 
States, which found  t h a t  o f  t h e  responding 76 schools:219 

( I f  70 were engaged i n  some t y p e  o f  entrepreneur ia l  education, 
research, o r  service; 

(2) 36 schools o f fe red  graduate level courses i n  en t repreneursh ip  o f  
which 31 schools requ i red  a pract icum of t h e i r  students; and 

(3) 52 schools o f fe red  undergraduate  courses i n  en t repreneursh ip  of 
which 42 schools requ i red  a pract icum o f  t h e i r  s tudents.  

I n  general, t h e  authors of t h e  su rvey  found  t h a t  each school o f fe red  one 
general course designed t o  focus upon t h e  development o f  a new business, 
cover ing  topics such as basic planning, market  analysis, and ven tu re  capital, 
and t h a t  s tudents o f ten  engaged i n  a consu l t ing  experience w i t h  a f lounder ing  
small business, typ ica l l y  t h rough  a Small Business I n s t i t ~ t e . ' ~ '  

A n  example o f  an innovat ive entrepreneur ia l  educational p rogram is t h e  
Center  f o r  Ent repreneursh ip  a t  Wichita State Un ivers i ty . ' "  The  cu r r i cu lum 
f o r  entrepreneur ia l  studies is designed t o  promote among t h e  students and 
business community an awareness and  knowledge o f  t h e  opportuni t ies f o r  
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en t repreneursh ip .  I t  includes exp lo r i ng  t h e  role and  environment o f  t h e  
en t repreneur  as well as t h e  l i f e  cyc le o f  a business f rom s tar t -up ,  
development o r  g rowth  stage, and ma tu r i t y  stage. T h e  ent repreneursh ip  
cur r icu la  inc lude courses f o r  undergraduate  and graduate studies such as 
in t roduc t ion  t o  entrepreneurship,  technical entrepreneurship,  and 
organizat ional innovat ion i n  en t repreneursh ip .  (See Appendix I  f o r  l i s t ing  
and descr ipt ion o f  t h e  en t repreneur ia l  courses.) 

A notable program o f  t h e  Center  f o r  Ent repreneursh ip  is t h e  special 
three-week workshop "Ent repreneursh ip :  Your  F u t u r e  i n  Business". The  
workshop is designed t o  p r o v i d e  a view o f  t h e  American business system 
t h r o u g h  t h e  "eyes" o f  t h e  entrepreneurs,  and t o  p rov ide  information t o  
budd ing  ent repreneurs  i n  ass is t ing them i n  s ta r t i ng  and successful ly 
operat ing a bus iness .z2z  Ins t ruc t i on  consists o f  a mix o f  guest  speakers who 
are prominent entrepreneurs,  formal ins t ruc t ion  b y  facu l ty ,  and a textbook 
and selected topical readings.  

I n  Hawaii, t he re  are  a t  least f o u r  ins t i tu t ions  o f  h igher  education t h a t  
p rov ide  some t y p e  o f  entrepreneur ia l  education courses o r  program, o r  bo th .  
The Ent repreneur ia l  Studies Program a t  Hawaii Pacific College (HPC), a 
p r i va te  fou r -yea r  coeducational ins t i tu t ion  located i n  downtown Honolulu, is a 
major w i th in  t h e  Bachelor o f  Science i n  Business Adminis t rat ion degree 
program. "* T h e  Entrepreneur ia l  Studies Program targets  f o r  enrollment 
s tudents o r  r e t u r n i n g  adults, o r  mid- level career  ind iv iduals who are  
in terested i n  t h e  area o f  small business ventures  o r  small business 
management. T h e  degree program requi res 124 semester c red i ts  o f  which 23 
semester c red i ts  must be  entrepreneur ia l  studies program course work .  The  
entrepreneur ia l  studies program includes courses on subjects such as personal 
finance, small business management, contemporary entrepreneurship,  
f ranchis ing,  a small business consul t ing seminar, and market ing strategies. 
The  entrepreneur ia l  studies s tudent  is also requ i red  t o  obtain a pract ica l  and 
per t inent  work  experience t h r o u g h  i n te rnsh ip  posit ions t h a t  may be  sponsored 
b y  p r i v a t e  sector ind iv idua ls .  

According t o  HPC, p r i v a t e  sector par t ic ipat ion i n  i t s  Entrepreneur ia l  
Studies Program has been i n  t h e  areas o f  cooperation i n  cu r r i cu lum 
development, sponsorship o f  s tudent  i n te rnsh ip  posit ions, as well as p r i v a t e  
sector ind iv iduals se rv ing  as guest  speakers and  adjunct  professors.  

T h e  College o f  Business Adminis t rat ion (CBA) ,  Un ive rs i t y  o f  Hawaii, has 
a pol icy t o  encourage small business development and ent repreneursh ip  
development is a h igh  p r i o r i t y  for- the  CBA.'" The Pacific Business Center  
Programzz6 w i th in  t h e  College o f  Business Adminis t rat ion at t h e  Un ive rs i t y  of 
Hawaii--Manoa Campus, is designed t o  p rov ide  management and technical 
assistance services, consultations, and research services t o  businesspersons 
i n  Hawaii, t h e  American te r r i t o r i es  o f  American Samoa and Guam, and  t h e  
Commonwealth o f  Nor thern  Mariana Is lands.  Business graduate students,  i n  
addit ion t o  un i ve rs i t y  facu l ty ,  a re  available t o  work  w i th  g roups t o  p rov ide  
assistance i n  var ious specialized areas rang ing  f rom business communications 
t o  s t rategic  p lann ing .  T h e  CBA is consider ing proposing, subject t o  i t s  
external  review, t h e  establishment o f  an Entrepreneur ia l  Development i n s t i t u t e  
(EDI) as a sel f -susta in ing no t - fo r -p ro f i t  center  t ha t  would be in tegra ted  w i t h  
t h e  cu r r i cu lum and courses of t h e  CBA. ' * '  Basically, according t o  t h e  CBA, 
t h e  ED1 would receive income f rom work  p rov ided  t o  businesses such as 
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business p lan preparat ion and  market ing  research. According t o  t h e  CBA, an 
entrepreneur ia l  cur r icu lum would need t o  be  developed as an a l te rna t ive  to, 
as pointed o u t  b y  students and t h e  local business community, t h e  t radi t ional  
business cu r r i cu lum which tends t o  p repare  students f o r  middle management 
posit ions i n  large f i rms.  

T h e  Kapiolani Community College (KCC) has recent ly  establ ished a 
Business Assistance Center (BAC1228 a t  KCC1s Diamond Head Campus f o r  t h e  
purpose o f  p r o v i d i n g  educational programs and  suppor t  services t o  ex is t ing  
businesses and potent ial  en t repreneurs .  The  $49,000 in i t ia l  f u n d i n g  f o r  t h e  
BAC was der ived f rom federal  vocational f u n d i n g  w i th  matching state 
g r a n t s . 2 2 9  The  BAC's "major focus is on i t s  commitment t o  human resource 
development'* t h r o u g h  t h e  de l ivery  o f  shor t - term, noncred i t  courses and 
workshops i n  t h e  areas o f  business, communications, computers, in ternat ional  
business relations, and o f f i ce  automation.'" According t o  KCC, f o r  t h e  fa l l  
1987 semester, t h e  BAC wi l l  o f f e r  courses on subjects such as records 
management, business wr i t ing ,  do ing  business w i th  t h e  Japanese, of f ice 
automation, and personnel management. Course fees range f rom $20 t o  $70 
p e r  course. T h e  BAC uses professionals i n  t h e  community t o  teach a course 
i n  t h e i r  area of exper t ise.  I ns t ruc to rs  a re  pa id  a t  an hou r l y  rate, depending 
upon t h e  ins t ruc tors '  level o f  exper t i se  and t h e  uniqueness o f  t h e  subject 
mat ter .  The  BAC also plans t o  o f f e r  a series o f  business s t a r t - u p  courses 
beg inn ing  i n  February  1988. The  courses inc lude subjects such as s ta r t i ng  a 
business, p r i c i n g  a business, business evaluation, and state and federal labor 
and tax laws af fect ing t h e  small business en t repreneur .  

Windward Community College located i n  Kaneohe, Oahu, o f fe rs  a c red i t  
course i n  s ta r t i ng  a business which focuses upon t h e  development o f  a one- 
year  business plan.'" The  course act iv i t ies inc lude selecting a business, 
dev is ing  a market ing system, f inancia l  planning, and budge t ing  decisions f o r  
s t a r t - u p  capital and f inancial  analysis and f inancial  statements, and select ing 
a legal f o rm of business. 

A l though a few states p rov ide  programs t h a t  expose grade school 
s tudents t o  entrepreneur ia l  concepts,23z it is suggested b y  one w r i t e r  t ha t  
"experienced based educational programs t h a t  incorporate ro le models should 
be  developed t o  foster"  t h e  psychological character is t ics found i n  elementary 
school students such as "persistence, academic abi l i ty ,  and c rea t i v i t y .  "'" 
A t  least two states, Ohio and  Texas, each have a program which focuses on 
increasing awareness o f  en t repreneursh ip  f o r  g rade school teachers who then 
may in tegra te  it i n to  t h e i r  cur r icu lum.  Ohio's Ent repreneursh ip  f o r  Kids 
Program, prov ided b y  t h e  state Department o f  Vocational/Technical Education, 
is a one-day in-serv ice course f o r  k indergar ten  t o  high school teachers which 
prov ides general information on small businesses and learn ing resources t o  
help s tudents consider and  evaluate career  choices."* I n  Texas, t h e  
Teacher Pract icum--Entrepreneurship Awareness and T ra in ing  f o r  Public 
School Teachers Program p rov ided  by t h e  Un ive rs i t y  o f  Texas-Aust in ,  is a 
six-week t ra in ing  session i n  which t h e  teachers become p a r t  o f  a sponsor ing 
company's team enabl ing teachers t o  gain f i r s thand  experience i n  t h e  
operat ions o f  a corporat ion. 2 3 5  

i n  Hawaii, Jun io r  Achievement of Hawaii, I n c . ,  o f fe rs  f o u r  d i s t i nc t  
economic education programs geared f o r  s tudents i n  grades 4-12,  2 3 6  Jun io r  
Achievement, a p r i va te  enti ty, e n l i s t s  t h e  par t ic ipat ion of local companies 
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which p rov ide  volunteer  teaching business consultants and f u n d i n g  to f inance 
t h e  organizat ion. Th ree  o f  t h e  programs are  in-school programs and one is 
an afterschool program. A l l  in-class program materials a re  p rov ided  a t  no 
cost t o  par t i c ipa t ing  schools. I n  t h e  afterschool p rogram [ t h e  in i t ia l  p rogram 
o f  J u n i o r  Achievement since i t s  beg inn ing  i n  Hawaii i n  19571, h i g h  school 
students, i n  a 20-week per iod  operate "mini-enterpr ises" i n  which they  go  
t h r o u g h  t h e  l i f e  cyc le o f  a business: sel l ing t h e  company's stock, p roduc ing  
and  market ing  products  o r  services, p repa r ing  and issuing annual reports,  
and  d i s t r i b u t i n g  d iv idends t o  investors.  z 3  ' 

According t o  Jun io r  Achievement of Hawaii, Project Business i s  a 
supplement t o  ex i s t i ng  social studies cu r r i cu lum a t  t h e  jun io r  h igh  school 
(grades 7-9) level and is available i n  30 pub l ic  and p r i v a t e  schools 
th roughou t  t h e  State. Volunteer  teaching business consultants, d u r i n g  a 
semester, conduct  once-a-week discussion sessions and act iv i t ies on topics 
such as t h e  pr inc ip les o f  supp ly  and demand, capital  and f inancial  
inst i tu t ions,  and  career o p p o r t u n i t i e ~ . ~ ~ ~  Appl ied Economics, another  in- 
school program, i s  a one-semester c red i t  course i n  economics f o r  h igh  school 
s tudents i n  12 pub l i c  and p r i v a t e  schools on Oahu, t augh t  b y  a classroom 
economics teacher who is assisted once-a-week by a business consu l tan t . z39  
Accord ing  t o  Jun io r  Achievement o f  Hawaii, t h e  Appl ied Economics Program 
includes s tudent  t ex t s  and workbooks, teacher and consul tant  manuals, and 
audio visual and  computer-based simulations. The classroom teacher and  
business consul tant  work  i n  tandem t o  teach economic theories and t o  c la r i f y  
economic concepts b y  p r o v i d i n g  pract ica l  experiences and software 
appl icat ions. 

T h e  most recent  p rogram is Basic Business. According t o  Jun io r  
Achievement o f  Hawaii, t h i s  p rogram is designed f o r  elementary school 
s tudents (grades 4-6) and is conducted b y  t ra ined  h igh  school s tudents who 
in t roduce par t i c ipants  t o  p r i v a t e  en terpr ise  t h r o u g h  f o u r  one-hour sessions 
which include such topics as business organization, management, product ion,  
and market ing.  Students c u r r e n t l y  i n  t h e  program are  G i r l  Scouts and 
students f rom t w o  p r i v a t e  s ~ h o o l s . ' " ~  

A l though t h e  state Department o f  Education (DOE) "does not  have a 
formal ly  ar t icu lated pol icy specif ic t o  en t repreneursh ip  education", t h e  
department believes t h a t  "entrepreneur ia l  concepts can and should be  in fused 
i n to  all vocational-technical p rogram areas."'"' The  DOE also has establ ished 
work ing  relat ionship w i th  t h e  Jun io r  Achievement, and  w i th  business-related 
groups i n  t h e  development o f  course guides f o r  economics and consumer 
educat ion. '"' 

Programs o r  courses o f fe red  b y  t h e  DOE t h a t  possess, t o  a l imited 
extent ,  an indicia o f  entrepreneur ia l  education, include, b u t  are not  l imited t o  
t h e  Cooperative D is t r i bu t i ve  Education Program, the  Supervised Occupational 
Experience Programs i n  agr icu l tu re ,  market ing and d is t r ibu t ion ,  business 
pr inc ip les and management, and business law.2u'  

T h e  Cooperative D is t r i bu t i ve  Education Program provides t h e  h igh  school 
s tudent  w i th  classroom inst ruct ion,  and par t - t ime work  experience i n  
market ing and d i s t r i bu t i on .  Classroom ins t ruc t ion  focuses on developing t h e  
f ~ l l o w i n g : ~ " "  "(1) a market ing competency--sell ing, sales, promotion, 
b u y i n g ,  operation, market  research and market  management; (2) technology 
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competency--product  o r  service; (3) a basic sk i l l  competency--appl icat ion o f  
communication and mathematical sk i l ls ;  (4) a social competency--human 
relat ionships; and  (5) an economic competency--understanding t h e  
envi ronment  f o r  t h e  economy." 

Accord ing  t o  t h e  DOE, t h e  Superv ised Occupational Experience Program 
(SOEP) i n  ag r i cu l t u re  "consists of p lanned act iv i t ies usual ly  conducted outs ide 
t h e  scheduled class time i n  which t h e  s tudent  develops and applies 
agr icu l tu ra l  knowledge and sk i l l s .  T h e  SOEP typ i ca l l y  involves product ion 
and sale o f  agr icu l tu ra l  p roduc ts  w i th  appropr iate record  k e e ~ i n g . " ' " ~  

I n  summary, en t repreneur ia l  education a t  t h e  secondary and post-  
secondary levels has been and  is be ing  p rov ided  b y  pub l i c  and p r i v a t e  
educational ins t i tu t ions  in Hawaii as it i s  i n  o ther  states as wel l .  A r e c u r r i n g  
problem is one o f  de f i n ing  entrepreneur ia l  education o r  en t repreneursh ip .  
Apparent ly ,  depending upon an ins t i tu t ion 's  o r  state's pol icy, a wide va r ie t y  
o f  programs and  courses can be  labeled as entrepreneur ia l .  A un i fo rm 
def in i t ion  o r  a gener ic  de f in i t ion  speci fy ing t h e  pa r t i cu la r  types  o f  
entrepreneur ia l  subject  matters would no t  necessari ly be  helpfu l ,  since t h e  
task  o f  i den t i f y i ng  innovat ive subjects re lat ive t o  business development would 
b e  cumbersome, if no t  impract ical .  Perhaps, t h e  de f in i t ion  of en t repreneur  
suggested b y  Sexton and Bowman, s ~ p r a  at 21, may serve as a usefu l  gu ide  
f o r  those p lann ing  t o  establ ish o r  expand an entrepreneur ia l  cur r icu lum.  

T h e  p r i v a t e  business sector is a valuable source o f  experience and 
knowledge. Garne r ing  t h e  par t i c ipa t ion  of t ra ined  ind iv idua ls  f rom t h e  
var ious f ields w i th in  t h e  business community t o  p rov ide  assistance i n  
developing an ent repreneur ia l  curr icu lum, o r  se rv ing  as ins t ruc tors ,  o r  both, 
is beneficial and is be ing  accomplished locally b y  several pub l ic  and p r i va te  
educational ins t i tu t ions .  



Chapter  4 

PROBLEMS AND ISSUES OF SMALL BUSINESSES 

I. Past Problems and  Issues Concern ing  Small Businesses1 

Overv iew 

I n  1959, t h e r e  were a tota l  o f  9,406 business establishments (s ingle 
establishments, except  t h a t  nonmanufactur ing indus t r ies  i n  which an employer 
was a g r o u p  o r  single establishment located in t h e  same county were 
considered as one repo r t i ng  un i t ) ,  o f  which 8,362 had fewer than 20 
employees and  866 had 20 o r  more b u t  less than 100  employee^.^ Of t h e  
8,362 business establishments w i t h  fewer than  20 employees, 59 p e r  cent  o r  
4,795 were establishments w i th  t h r e e  o r  fewer e m p l ~ y e e s . ~  

I n  1960, a su rvey  was conducted i n  which over  3,700 quest ionnaires 
were sent  t o  small business owners and  operators in Hawaii. T h e  s u r v e y  
formed t h e  basis o f  a repo r t  which discussed t h e  problems and needs of small 
businesses as well as p r o v i d i n g  an overa l l  economic p i c t u r e  o f  small 
businesses w i t h i n  t h e  conf ines of t h e  s u r v e y  sample.' Some of t h e  more 
press ing  problems faced by small businesses were: 

T h e  lack o f  managerial sk i l ls  on  t h e  p a r t  o f  owners and operators 
who possess a few business sk i l l s  and, yet, under take o the r  p a r t s  
o f  t h e  business w i thout  adequate knowledge. 

T h e  lack o f  information regard ing  general business condit ions and 
market  condit ions which may a f fec t  a pa r t i cu la r  business. 

T h e  d i f f i c u l t y  in a t t rac t i ng  investment capital, e.g.,  r i s k  o r  
v e n t u r e  capital  and long- term loans in to  small businesses. Par t  o f  
t h e  d i f f i c u l t y  i n  a t t rac t i ng  investment capital is t h e  resistance o f  
small businesspersons t o  re l inqu ish  contro l  o f  t h e  business such as 
decision-making i n  t h e  use o f  f unds  and p ro f i t s  as in t h e  case o f  
equ i t y  f inancing.  

T h e  h igh,  unfavorable, and  d iscr iminatory state and  federal  taxes 
coupled w i t h  t h e  increased complexity of laws were not  on ly  
problematic, but also made it difficult for t h e  small businessperson 
t o  unders tand o r  keep pace w i t h  t h e  applicable laws. 

T h e  ove r  regulat ion of business b y  government.  The  small 
businessperson also d is l i ked  government  competition w i th  business 
i n  which a government  agency per forms a service o r  produces a 
p roduc t .  

T h e  s u r v e y  f ind ings  also indicated tha t  t h e  broad areas o f  competit ion 
f rom o ther  businesses, cost cont ro l  and accounting, insu f f i c ien t  work ing  
capital, and taxat ion were among t h e  most serious problems f o r  small 
b u s i n e s ~ e s . ~  I n  addit ion t o  t h e  s u r v e y  f ind ings,  t h e  authors o f  t h e  
aforementioned repo r t  had formulated cer ta in hypotheses on t h e  needs o f  small 
business i n  t h e  areas of general management, personal character ist ics of t h e  



PROBLEMS AND I S S U E S  O F  SMALL  B U S I N E S S E S  

owner, f inancing,  business records. merchandising, market information, 
competition, labor,  government,  taxat ion, and  business environment.  ' (See 
Appendix J.)  T h e  s u r v e y  f ind ings  and t h e  au thors '  hypotheses were no t  
incongruent  t o  one another .  

These problems and needs undoubtedly  a f fec t  t h e  su rv i va l  of a business. 
T h e  s tudy  ident i f ied  ten  broad problem areas and  t h e  most s igni f icant  specif ic 

which con t r i bu ted  t o  t h e  fa i l u re  of a business (see also Appendix 

Personal character is t ics-- inappropr iate experience 

Records and  expenses--contro l l ing expenses, f inancial  management 

Market  cond i t ions- -pr ice  competit ion 

Merchandising-- inadequate p r i c i n g  and inadequate service 

Financing-- lack of wo rk ing  capital  

Neglect o f  business--outside in terests,  pa r t - t ime  business, and lack 
o r  loss o f  in te res t  

Dishonesty, f raud,  o r  questionable pract ices--personal wi thdrawal  o f  
business funds  

General management--disagreement o r  lack o f  communication among 
persons i n  management 

Personnel- -handl ing employees o r  maintaining good personnel 
relat ions 

Market  in format ion-- lack o f  knowledge o f  market  o r  market research 

The  most common cause o f  business fa i lu re  was t h e  owner's o r  manager's 
lack o f  business experience. A f a i r l y  recent  nat ionwide su rvey  o f  small 
business owners and  managers reaf f i rms t h e  above and suggests improving 
and increasing management education as a means t o  reduce small business 
fa i lu res . '  

From t h e  above, it is ev ident  t h e  p r imary  cause o f  business fa i lures is 
in te rna l  and controi iable b y  management. Ex terna l  causes of business fa i lures 
which are  beyond t h e  cont ro l  o f  management such as h igh  in te res t  rates, 
taxes, and  governmental regulat ions play a less s igni f icant  ro le i n  whether  a 
business succeeds o r  fa i ls .  

On t h e  o ther  end  o f  t h e  spectrum, business success is a v e r y  ambiguous 
o r  amorphous term and  means d i f f e ren t  t h ings  t o  d i f f e ren t  people. Accord ing  
t o  Winter and  Scott, supra, a t  229, ind icators o f  business success were g rowth  
i n  sales, g rowth  i n  net  wor th ,  g rowth  t rends  i n  p r o f i t s  and  f i x e d  assets, and  
t h e  owner 's  pleasure o r  p r i d e  i n  work  and business. 
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Fu r the r ,  several key  factors f o r  t h e  success o f  small business have been 
ident i f ied  i n  a recent  empirical s t u d y  o f  t h e  percept ions o f  successful small 
business owners and  managers i n  Montreal, Canada and  several eastern states 
i n  t h e  Un i ted  States. lo Key factors ident i f ied  inc lude:"  

(1) Ent repreneur ia l  behavior which inc ludes personal  
c h a r a c t e r i s t i c s  such as " i n t u i t i o n ,  ex t rove r t ,  r i s k  tak ing ,  
c r e a t i v i t y ,  f l e x i b i l i t y ,  a sense of independence, and a h i g h  
value o f  t ime"; 

(2 )  Hanagerial  s k i l l s  which inc lude "a n iche s t ra tegy ,  e f f e c t i v e  
management o f  cash f low, a simple but  e f f i c i e n t  budgetary 
system, pre-ownership experience, education, and a simple 
organ iza t ion  s t ruc ture" ;  

(3 )  I n te rpe rsona l  s k i l l s  which i nc lude  "a good r e l a t i o n s h i p  w i r h  a 
c r e d i t  o f f i c e r  (banker), good customer r e l a t i o n s ,  good employee 
r e l a t i o n s  and good in te rpersona l  s k i l l s " .  

I n  summary, past  and present  in ternal  o r  managerially control lable 
problems which cont r ibu te  t o  t h e  fa i l u re  o f  a business are  not  dissimi lar.  
T h e  lack o f  adequate business experience remains t h e  major o r  most common 
problem con t r i bu t i ng  t o  t h e  fa i lu re  o f  a business. Al though external  o r  
managerial ly uncontro l lab le factors such as taxat ion, governmental regulations, 
and h igh  in te res t  rates may pose problems t o  small businesses, t h e y  are  less 
s igni f icant  i n  terms o f  con t r i bu t i ng  t o  business fa i lures.  

Recognit ion and ut i l izat ion o f  t h e  personal character is t ics o r  a t t r ibu tes  of 
successful small business owners and managers p rov ide  a valuable tool f o r  
improv ing  t h e  operat ions o f  a business, as well as f o r  t h e  development of an 
en t repreneursh ip  education cu r r i cu lum which is a t tuned t o  t h e  idiosyncrasies 
o f  entrepreneurs,  i n  general.  

11.  C u r r e n t  Problems and Issues o f  I n te res t  t o  Small Businesses 

Today, small businesses i n  Hawaii have organized themselves i n to  various 
associations and organizations which p rov ide  i t s  members not  on ly  an 
environment conducive t o  t h e  shar ing  of information and ideas, b u t  also a 
voice o f  advocacy w i th in  the  legislat ive arena. Th i s  section discusses t h e  
ident i f ied  issues o f  h igh  p r i o r i t y  o r  greatest concern t o  t h e  small business 
community. l2 

T h e  Governor 's  Small Business Adv isory  Committee (GSBAC) served as 
t h e  p r imary  en t i t y  f rom which t h e  h igh  p r i o r i t y  o r  most important  issues were 
ident i f ied . "  For  purposes o f  th is  s tudy ,  since a s igni f icant  number o f  
businesses are members o f  e i ther  one o r  more o f  t h e  member organizat ions o f  
t h e  GSBAC (e.g. ,  t h e  National Federation o f  Independent Business (NFIB)  
has a local membership o f  pear ly  7,0001, t h e  GSBAC was t h e  most pract ica l  
e n t i t y  f rom which t o  ascertain t h e  h igh  p r i o r i t y  problems and issues o f  t h e  
small business community. The  GSBAC is comprised o f  th i r teen 
representat ives f rom t h e  p r i va te  sector and  state execut ive branch,  all o f  
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whom a r e  appointed by t h e  Governor .  A l i s t  o f  t h e  c u r r e n t  members o f  
GSBAC is p rov ided  i n  Appendix L. 

I n  general, t h e  ident i f ied  h igh  p r i o r i t y  o r  most important  problems and 
issues f o r  small businesses a r e  w i th in  t h e  areas of t o r t  reform, workers '  
compensation, unemployment compensation, p r iva t iza t ion  of government 
services, p rompt  payment f o r  government  purchases o f  goods o r  services f rom 
p r i v a t e  vendors,  and mandated health care benef i ts .14 The  specif ic issues 
w i th in  each o f  t h e  above general areas are  discussed i n  t h e  fol lowing 
subsections. 

A.  Prompt Pay 

D u r i n g  t h e  1984 regu lar  session, t h e  Legislature enacted Act  235, which 
amended section 103-10, Hawaii Revised Statutes, t o  requ i re  state o r  county  
agencies t o  pay  fo r  goods o r  services no  ear l ier  than 30 days except  w i th  t h e  
approval  o f  t h e  comptrol ler,  b u t  no  la te r  t han  45 days fol lowing t h e  receipt o f  
statement o r  sat is factory de l i ve ry  o f  goods o r  performance o f  services, 
whichever  is la te r .  P r i o r  law allowed f o r  a 60-day payment per iod.  A 
p rov ide r  o f  goods o r  services who has experienced a delay i n  payment f rom a 
state o r  county  agency i s  en t i t led  t o  12 p e r  cent  in te res t  on t h e  unpaid 
pr inc ipa l  balance f rom t h e  pay ing  agency commencing on t h e  f o r t y - f i f t h  day 
fol lowing t h e  receipt o f  t h e  statement, o r  sat is factory de l i ve ry  o f  goods o r  
performance o f  t h e  services, whichever  is later,  and end ing  on t h e  date of 
t h e  war ran t .  Ac t  235 also p rov ided  f o r  cer ta in exceptions where delay i n  
payments were due  to, e.g., a labor dispute, power o r  mechanical fai lure, 
acts o f  God, o r  any similar condit ions beyond t h e  contro l  o f  t h e  State o r  
county .  

Extensive testimony f rom var ious business organizat ions advocated t h e  
30-day payment per iod  f o r  goods o r  services purchased b y  state o r  county  
agencies. A major concern o f  t h e  business organizat ions was tha t  late 
payments, pa r t i cu la r l y  t o  small businesses, affects cash f low, e . g . ,  t h e  small 
business owner may have d i f f i c u l t y  i n  pay ing  i t s  suppl iers o r  i n  hav ing  
su f f i c ien t  cash reserves t o  pay  f o r  o r d i n a r y  operat ing expenses. Fur ther ,  
small businesses usual ly do  no t  have t h e  f inancial  resources t o  c a r r y  a 
del inquent  customer account f o r  an extended per iod  o f  time. l 5  

On t h e  o ther  hand, t h e  test imony o f  t h e  Department o f  Account ing and  
General Services (DAGS), stated t h a t  merely changing t h e  payment t ime 
per iod  f rom 60 t o  30 days w i l l  not  have any  substant ial  e f fec t  because o f  t h e  
two d i s t i nc t  processes f o r  state payment, i .e . ,  ind iv idua l  agencies (pay tng  
agency) processing time f o r  vouchers and  DAGS processing time f o r  review o f  
t h e  agency's vouchers and subsequent issuance o f  the  war ran t  ( c h e c k ) . I 6  

T h e  Legislature, d u r i n g  t h e  1985 regu lar  session, t h r o u g h  Ac t  281, 
again amended section 103-10, Hawaii Revised Statutes, by r e q u i r i n g  state 
and county  agencies t o  make payment no la ter  than 45 days a f te r  a statement 
is received o r  sat is factory de l i ve ry  o f  goods o r  services per formed,  whichever  
i s  later,  and  el iminat ing t h e  30-day payment res t r i c t ion .  

Test imony f rom var ious bus iness  organizat ions indicated t h a t  a problem 
had ar i sen  u n d e r  prior law in which payments  could not be made p r i o r  t o  30 
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d a y s  a f t e r  receipt  o f  statement o r  sat is factory de l i ve ry  o f  goods o r  services 
performed, unless t h e  comptrol ler approved t h e  payment. I n  essence, 
p rov ide rs  o f  goods o r  services to state and county  agencies could not be  paid 
before 30 days even if payment would be  ready t o  be d isbursed p r i o r  t o  t h e  
t h i r t i e t h  day .  " 

GSBAC's recommendation f o r  1988, i s  t o  requ i re  state and county  
agencies t o  p a y  all b i l l s  w i th in  30 days o f  receipt  of invoice f rom t h e  p rov ide r  
except f o r  cer ta in  p roducts  and i n d u s t r y  customs, and t o  requ i re  automatic 
payment of in te res t  penalt ies a t  a ra te  o f  in te res t  may be  equal t o  t h e  
p rov ide r ' s  cost o f  sho r t - t e rm money (conformance w i th  Model Prompt Pay 
Legislat ion).  

T h e  DAGS has commented on cer ta in prov is ions o f  t h e  Model Prompt Pay 
Legislation, ind icat ing,  i n  general, t h a t  t h e  Model Prompt Pay Legislation, as 
wr i t t en  may not  be suitable f o r  implementation due t o  cer ta in inappropr iate 
prov is ions which would no t  ease t h e  fac i l i ta t ion o f  government payment f o r  
goods o r  services t o  p r i v a t e  p rov ide rs .  See Appendix M f o r  comments o f  t h e  
DAGS re la t ing  t o  the  Model Prompt Pay Legislat ion. 

Under  t h e  federal Prompt Payment Ac t "  federal agencies are  requ i red  t o  
pay  p rov ide rs  of goods o r  services w i th in  30 days a f te r  receipt o f  a p rope r  
invoice for t h e  amount due  if a specif ic date is not  established b y  contract .  
There  is a 15-day grace per iod  fo l lowing t h e  30-day payment per iod  w i th in  
which an agency may make payment w i thout  a pena l ty . "  

Whether o r  not  a mandated 30-day payment per iod  should be  implemented 
rests upon t h e  considerat ion o f  var ious factors,  e . g . ,  t h e  cost-benef i t  
involved, i t s  impact upon t h e  present  system, and t h e  capabi l i ty  and available 
resources o f  DAGS. A s t u d y  re la t ing  t o  a 30-day payment per iod  is 
p resent ly  be ing  conducted b y  DAGS. Un t i l  such time t h e  f ina l  repo r t  o f  
DAGS's s t u d y  is available, i t  would be  premature t o  form any conclusions o r  
recommendations. 

B. Unemployment Insurance 

One of GSBAC's recommendation f o r  1987 is t o  extend, f o r  subsequent 
years, t h e  adjustment i n  t h e  taxable wage base f rom which an employer's 
cont r ibu t ion  t o  t h e  unemployment insurance t r u s t  f u n d  is computed under  Ac t  
240, Session Laws o f  Hawaii 1987.2" 

Under  t h e  Act, f o r  calendar year  1988 on ly ,  t h e  taxable wage base does 
not inc lude wages pa id  d u r i n g  tha t  calendar year  which exceed t h e  fol lowing 
l imits, accord ing t o  t h e  rat io  o f  t h e  c u r r e n t  reserve f u n d  t o  t h e  adequate 
reserve f u n d :  

(1) If t h e  rat io  i s  .80 o r  less, then wages do not  include 100 p e r  cent  
o f  t h e  average annual wage; 

(2)  I f  t h e  ra t io  is g rea ter  than .80 b u t  less than 1.2, then wages do 
not  include 75 p e r  cent  o f  t h e  average annual wage; o r  
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(3) I f  t h e  ra t io  is 1 .2  o r  more, then wages do no t  inc lude 50 p e r  cent  
o f  t h e  average annual wage. 

It was ant ic ipated t h a t  t h e  Ac t  "wi l l  app ly  an addit ional adjustment fac tor  
t o  t h e  unemployment insurance f inanc ing  s t ruc tu re ,  which together  w i th  the  
ex i s t i ng  f u n d  solvency cont r ibu t ion  rate, w i l l  more e f fec t ive ly  respond t o  
rap id  increases i n  t h e  f u n d  balance i n  excess o f  t h e  adequate reserve level, 
whi le ensu r ing  t h a t  t h e  collections are  su f f i c ien t  t o  maintain program 
solvency. ' I  This  cont r ibu t ion  ra te  adjustment was estimated t o  "save 
employers approximately $20 mil l ion in calendar year  1988."" 

However, whether  and t o  what  ex ten t  t h i s  new formula wi l l  benef i t  small 
businesses remains t o  be  seen. A n y  pe r t i nen t  information regard ing  t h e  
effects of Ac t  240 w i l l  no t  b e  available u n t i l  compilations can be  made which 
wi l l  be  a f te r  1988. Thus,  an extension o f  Ac t  240 would be  premature u n t i l  
such time information is available t o  pe r fo rm an adequate review and 
assessment o f  t h e  ef fects o f  t h e  Act .  

GSBAC's o ther  recommendation i s  t o  p r o h i b i t  s t r i ke rs  f rom receiv ing 
unemployment compensation benef i ts  regardless o f  wo rk  stoppage a t  t h e  
employer's establishment. Under  section 383-30(4), Hawaii Revised Statutes, 
a n  ind iv idua l  would be  d isqual i f ied f rom receiv ing unemployment benef i ts if 
t h e  unemployment is due  t o  a "stoppage o f  work,  which ex is ts  because o f  a 
labor d ispute  a t  t h e  fac tory ,  establishment, o r  o the r  premises a t  wh ich  t h e  
ind iv idua l  is o r  was last e m p l ~ y e d . " ' ~  Thus, before an ind iv idua l  is 
determined t o  b e  d isqual i f ied t o  receive unemployment compensation benef i ts,  
t he re  must b e  a labor d ispute  and a stoppage o f  work. '"  The  d isposi t ive 
fac tor  i s  whether  t h e r e  is a stoppage of work,  which is a "substant ial  
cur ta i lment"  o f  t h e  business act iv i t ies a t  t h e  employer's establishment. '* " l o  
determin ing whether  substant ial  cur ta i lment  has occurred,  t h e  tes t  is whether  
a s t r i k e  substant ia l ly  cur ta i l s  an establishment's essential func t ion  o r  basic 
business ac t i v i t y .  "" 

D u r i n g  t h e  past f i v e  legislat ive sessions, t h e r e  were a tota l  o f  a t  least 
eighteen b i l l s  in t roduced re lat ing t o  t h e  denial o f  unemployment benef i ts and 
addit ional unemployment benef i ts f o r  employees engaged i n  s t r i kes ,  o r  t o  
repeal t h e  work  stoppage requirement.  However, none o f  t h e  b i l l s  moved any  
f u r t h e r  than f i r s t  reading w i th in  t h e i r  respect ive house o f  o r i g in .  Thus,  
t he re  does not  appear t o  have been any  open legislat ive debate on th i s  issue 
in recent  years.  

Proponents who favo r  deny ing  s t r i ke rs  unemployment compensation 
( d u r i n g  t h e  per iod  o f  t h e  s t r i ke )  a rgue t h a t  small businesses w i t h  posi t ive 
reserves, o f  which a major i ty  o f  t h e  employees are  non-unionized, con t r i bu te  
t o  t h e  unemployment fund f rom which s t r i k e r s  may receive compensation and 
thus,  i n  essence, a re  subsid iz ing t h e  l a rge r  businesses w i t h  negat ive 
reserves i n  construct ion,  agr icu l ture,  and  o ther  cycl ical  indus t r ies  of which a 
major i ty  o f  employees are  unionized. I n  short ,  t h e  unemployment 
compensation f u n d  should not  be  t h e  source o f  compensation f o r  s t r i ke rs .  It 
is suggested tha t  al l  par t ies should be  accountable f o r  t h e i r  actions, i .e. ,  
s t r i ke rs  should not  be  allowed t o  receive unemployment benef i ts,  whi le those 
who a r e  locked-out b y  t h e  employer should receive them." 
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I n  I n t e r - i s l a n d  Resorts v. Akahane, t h e  Hawaii Supreme C o u r t  s ta ted :z8  

I t i s  argued t h a t  t h e  i n t e r p r e t a t i o n  o f  "stoppage of work" as 
r e f e r r i n g  t o  t h e  p lace o f  employment would r e q u i r e  an empioyer t o  
subsid ize the  employees, o r  former employees who are out  on strike. 
The c o u n t e r v a i l i n g  argument i s  t h a t  under t h i s  c r i t e r i o n ,  when the  
s t r i k e r s  f i r s t  q u a l i f y  f o r  bene f i t s  t h e  employer has already resumed 
normal operat ions by the  h i r i n g  o f  permanent replacements and the 
s t r i k e ,  as an economic weapon, has l o s t  i t s  potency. These are 
arguments i n v o l v i n g  p o l i c y  and p rope r l y  should be addressed t o  the  
l e g i s l a t u r e  r a t h e r  than t h e  cour ts .  

Thus,  whether  s t r i k e r s  should o r  should no t  receive unemployment 
compensation benef i ts  i s  ul t imately a po l icy  decision which must be  made 
b y  t h e  Legis lature.  T h e  var ious proposals c u r r e n t l y  i n  t h e  labor  
committees o f  b o t h  t h e  Senate and  t h e  House o f  R e p r e s e n t a t i ~ e s , ~ '  
p rov ide  ample vehicles f o r  open legis lat ive debate on t h i s  issue should 
t h e  Legis lature decide t o  consider t h e  mat te r .  

C .  Workers'  Compensation 

GSBAC's recommendations f o r  1988 a r e  t h e  repeal o f  t h e  workers '  
compensation state fund ,  and t o  p r o v i d e  an owner-employee t h e  opt ion t o  be  
exempt f rom coverage under  t h e  workers '  compensation laws. 

T h e  Hawaii workers  compensation state f u n d  (Fund),  codif ied as chapter  
386A, Hawaii Revised Statutes, was establ ished b y  Ac t  296, Session Laws of 
Hawaii 1985. The  purpose o f  t h e  Fund  " is t o  sell workers '  compensation 
insurance a t  t h e  lowest actuar ia l ly  responsible pr ice",  and t o  serve as a model 
f o r  and  t o  b e  competi t ive w i t h  p r i v a t e  workers '  compensation insurance 
c a r r i e r s . ' V h e  Legis lature recognized t h i s  as an a l te rna t ive  system f o r  
p r o v i d i n g  workers '  compensation Insurance which was necessary t o  rel ieve t h e  
,t. 

insurance cr ises conf ron t ing  employers and businesses i n  Hawaii b rough t  
about by sky rocke t i ng  costs o f  workers '  compensation insurance coverage i n  
recent  years. "" 

Opponents o f  t h e  Fund  argue t h a t  a state-operated workers '  
compensation insurance f u n d  is n o t  needed n o r  wi l l  i t s  operat ion b e  cost- 
ef fect ive as a means t o  decrease workers '  compensation insurance rates. Some 
o f  t h e  reasons advanced i n  opposit ion t o  t h e  Fund are  tha t  t h e  State does not 
have t h e  necessary insurance expert ise, t h e  Fund  is l imited t o  u n d e r w r i t i n g  
coverage t o r  employers w i th in  t h e  State, and t h a t  t h e  Fund wi l l  r equ i re  
substant ial  in i t ia l  f u n d i n g  and opera t ing  costs." 

T h e  Fund  i s  a nonpro f i t  e n t i t y  administered b y  a f ive-member board  o f  
d i rectors,  appointed b y  t h e  Governor .  The  Fund becomes operat ional upon 
f u n d i n g  b y  special appropr iat ion b y  t h e  L e g i s l a t ~ r e . ' ~  D u r i n g  t h e  1987 
legislat ive session, A c t  381 appropr ia ted  $150,000 t o  sponsor a conference t o  
discuss and examine appropr ia te  methods t o  implement t h e  object ives of t h e  
Fund.  The  Department o f  Labor and Indus t r i a l  Relations (DLIR) was 
required to r e p o r t  the f i n d i n g s  and  recommendations of t ha t  conference t o  t h e  
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Legis lature f o r  t h e  1988 Regular Session, which w i l l  p rov ide  a basis f o r  
discussion and debate. '" 

Generally, t h e  workers '  compensation law p rov ide  compensation t o  
employees f o r  work- re la ted  in ju r ies  and disease "ar is ing  ou t  o f  and i n  t h e  
course o f  t h e  employment o r  b y  disease proximately caused b y  o r  resul t ing 
f rom t h e  nature  of t h e  e m p l ~ y m e n t . " ~ ~  A l l  employers w i t h  employees are 
requ i red  t o  p rov ide  workers '  compensation coverage, except  f o r  cer ta in 
services excluded f rom t h e  def in i t ion  o f  "employment" such as domestic 
services per formed b y  an ind iv idua l  i n  the  employ o f  a rec ip ient  o f  social 
serv ice  benef i ts;  services per formed b y  a corporate of f icer  w i thout  wages f o r  
a corporat ion w i thout  employees i n  which t h e  o f f i cer  is a t  least a 25 p e r  cent 
stockholder;  and services per formed by an ind iv idua l  f o r  another person f o r  
solely personal, family, o r  household purposes, subject t o  renumeration 
l imitat ions. " 

GSBAC's recommendation would p rov ide  another exclusion from t h e  
def in i t ion  o f  employment under  t h e  workers '  compensation laws f o r  an owner- 
employee. D u r i n g  t h e  1987 Regular Session, several b i l l s  re lat ing t o  
exempt ing family members o f  a family-owned business o r  ag r i cu l t u re  
corporat ion f rom workers '  compensation coverage, were in t roduced b u t  not  
acted upon beyond f i r s t  reading i n  t h e i r  house of o r i g in .  

However, a senate bill in t roduced d u r i n g  t h e  1987 Regular Session 
p rov ided  f o r  an exclusion f rom workers '  compensation coverage f o r  services 
per formed f o r  a corporat ion b y  an ind iv idua l  who is concur ren t ly  an employee 
o f  another  corporat ion and services per formed b y  an ind iv idua l  f o r  a 
corporat ion i n  which t h e  ind iv idua l  owns a 51 p e r  cent  in te res t  i n  bo th  
corporat ions o r  t h e  corporat ion, as t h e  case may be." 

Those who favo r  g i v i n g  corporate owner-employees t h e  opt ion o f  
exempting themselves f rom coverage under  t h e  workers '  compensation laws 
argue t h a t  these owner-employees should b e  t rea ted  simi lar ly t o  sole 
p rop r ie to rs .  Present ly,  corporate owner-employees are requ i red  t o  pay 
workers '  compensation insurance premiums. It is suggested tha t  since any 
claim f i l ed  b y  corporate owner-employees w i l l  lead t o  an increase i n  t h e i r  
premiums, many corporate owner-employees w i l l  not  f i l e  a claim and cont inue 
t o  w o r k  despite an i n ju ry ,  and thus,  not  take  advantage of workers '  
compensation benef i ts . "  It is also suggested tha t  t h e  exclusion o f  corporate 
owner-employees f rom workers '  compensation coverage wi l l  be  "at  a re lat ive ly  
minimal cost t o  t h e  s t a t e . " 3 9  

T h e  degree o r  ex ten t  o f  impact upon t h e  present  workers '  compensation 
system i f  corporate owner-employees are  exc luded therefrom is c u r r e n t l y  
indeterminable, accord ing t o  t h e  DLIR; however, t h e  DLIR has expressed a 
concern t h a t  if an owner-employee exemption wh ich  includes t h e  owner-  
employees' family is enacted, t h e  exemption should not be  opt ional . " '  Thus, 
an assessment o f  t h e  impact o r  ef fects o f  t h e  above exclusion should be  
per formed p r i o r  t o  any action on t h i s  pa r t i cu la r  issue. 
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D. T o r t  Reform 

GSBAC's recommendations f o r  1988 call f o r  establ ishing a cap on 
cont ingency fees, a s l id ing  scale f o r  a t to rneys '  fees i n  t o r t  actions, and t o  
abol ish joint and  several l iab i l i t y  to ta l l y .  

D u r i n g  t h e  1986 Special Session, t h e  Legis lature enacted S.B.  No. Sl," 
which p rov ided  various t o r t  re fo rm measures, o f  which changes were made 
rega rd ing  a t to rney 's  fees, and  jo in t  and several l iab i l i t y  among jo int  . . 
to r t feasors .  Section 671-2, WII Revised Statutes, re la t ing  t o  a t to rney 's  
cont ingent  fees was repealed and  replaced w i th  section 607-15.5 which 
p rov ided  t h a t  a f te r  a judgment has been entered, at torneys '  fees f o r  bo th  
p la in t i f f  and defendent  shall b e  l imited t o  a reasonable amount as approved b y  
a c o u r t  hav ing  ju r isd ic t ion  o f  t h e  t o r t  act ion. I n  t h e  case o f  a settlement, 
p la in t i f f s '  o r  defendants'  counsel may request  t h a t  t h e  amount o f  t he i r  
a t to rney 's  fees be  subject t o  c o u r t  approval .  

. . 
Under  section 663-10.9, tiakYaLL Revised Statutes, jo int  and several 

l iab i l i t y  among jo int  tor t feasors was pa r t i a l l y  l imited. One of those l imitations 
was t h a t  if a to r t feasor 's  degree of negligence is f ound  t o  be  less than 25 p e r  
cent  under  t h e  comparative negl igence law (section 663-31, Hawaii Revised 
Statutes) i n  cer ta in cases, then t h e  amount recoverable against t h a t  tor t feasor  
f o r  noneconomic damages (e .g . ,  pain and su f fe r ing ,  mental anguish, loss of 
consortium, loss o f  enjoyment o f  l i fe, and d is f igurement)  is l imited t o  the  
degree o f  negligence assigned. 

D u r i n g  t h e  past  several years legislat ive debate on t o r t  reform has been 
vigorous, and apparent ly  wi l l  cont inue a t  t h a t  level f o r  t h e  n e x t  several 
years.  For  example, i n  1987, several bi l ls '2 were in t roduced re lat ing t o  
establ ish ing a cap o r  s l id ing  scale on a t to rneys '  fees, and t o  abolish several 
except ions f o r  jo in t  and several l iab i l i t y  under  section 663-10.9, H A  
Revised Statutes. 

Those who advocate a cap o r  s l id ing  scale on p la in t i f f ' s  a t to rney 's  fees 
suggest  t h a t  it would increase monetary recovery on t h e  p a r t  of t h e  i n ju red  
cl ient,  discourage nonmeri tor ious claims, and lower t h e  overa l l  costs o f  the  
l i t igat ion.  " 3  Fur ther ,  a l though section 607-15.5, Hawaii Revised Statutes, 
p rov ides  t h a t  at torneys '  fees a r e  l imited t o  a "reasonable amount" as approved 
b y  t h e  cour t ,  t h e r e  remains a s igni f icant  amount of d iscret ion f o r  t h e  t r i a l  
judge in determin ing what a "reasonable" a t to rneys '  fee is .  

On t h e  o ther  hand, opponents t o  a cap o r  s l id ing  scale on at torneys '  
fees argue t h a t  a s ta tu to ry  res t r i c t ion  on vict im's a t to rneys '  fees would 
discourage meri tor ious claims "because many vict ims w i t h  legit imate claims 
would be  unable t o  a f fo rd  t o  pu rsue  t h e i r  legal r igh ts . " "  With rega rd  t o  t h e  
reasonableness o f  at torneys '  fees, it has been suggested t h a t  t h e  experienced 
t r i a l  judge i n  personal l i t igat ion is i n  t h e  best  posit ion t o  determine t h e  
fa i rness o r  reasonableness o f  t h e  at torneys '  fee, on a case b y  case bas is .u5  

T h e  major objection against t h e  doc t r ine  of jo int  and several l iab i l i t y  
stems f rom i ts  ef fect  upon one jo int  tor t feasor  who may be  requ i red  t o  pay 
t h e  tota l  amount o r  d ispropor t ionate ly  large share o f  a judgment i f  one o r  
more of t h e  o ther  jo int  tor t feasors are  insolvent .  Th is  can resu l t  i n  a 
"grossly  u n f a i r  allocation of payments among defendants t h a t  bear  no 
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resemblance to  t h e i r  actual fau l t . " '6  It is advocated tha t  a defendant pay 
on ly  the  amount which is i n  d i rec t  p ropor t ion  t o  the  degree o f  negligence 
assigned. 

On t h e  o ther  hand, t o  to ta l l y  abolish jo int  and several l iab i l i t y  among 
jo int  tor t feasors would deny the  v ic t im-p la in t i f f  recovery of j us t  compensation 
f o r  in ju r ies  sustained o r  death as a resu l t  of t he  actions o f  jo in t  tort feasors 
who are insolvent.  

I t  is ev ident  t h a t  t he  concept o f  fairness is t h e  s igni f icant  factor  which 
forms the  basis f o r  t he  arguments f o r  o r  against these two t o r t  reform issues, 
if no t  f o r  t o r t  reform in general.  What is f a i r  t o  one person may not  be  fa i r  
t o  another. I n  essence, it is a pol icy question which should be answered 
on ly  a f te r  carefu l  consideration of each proposal. There  have been numerous 
variat ions o f  t o r t  reform measures considered by the  Legislature i n  recent 
years. Ac t  2 o f  t h e  F i r s t  Special Session of Hawaii 1986 was a compromise 
package o f  t o r t  reform measures. Whether t o r t  reform i s  t h e  answer f o r  
reducing o r  c u r b i n g  l iab i l i t y  insurance costs remains t o  be seen, i n  terms o f  
pract icable application of t o r t  reform measures. T o  t h a t  end it is s igni f icant  
t o  note t h a t  t h e  Insurance Commissioner is requ i red  b y  Ac t  2 to  prepare and 
submit t o  the  Legislature i n  1988 and 1989, closed case repor ts  containing an 
evaluation o f  t h e  operations and effects of t he  Act .  T o  make revisions t o  a 
complex law before meaningful and relevant data are available f o r  
consideration would be premature. 

E. Pr ivat izat ion 

Privat izat ion means a conversion o f  t he  provis ion o f  government services 
to  t h e  p r i va te  sector th rough  various methods, one o f  which is b y  contract ing 
out  t o  p r i va te  businesses cer ta in services performed b y  the  state government. 
T h e  need to  pr iva t ize  government services have been centered on ant ic ipated 
reduct ions i n  federal  aid t o  t h e  states. Presently, a major i ty of t he  states 
are cont rac t ing  w i th  businesses f o r  services such as the  de l i ve ry  o f  various 
d i rec t  social services, operation and maintenance o f  sewage and water 
treatment facil i t ies, bu i l d ing  maintenance services, and the  operat ion of some 
juveni le inst i tu t ions."  I n  a t  least one state, Florida, t he  estimated annual 
savings f rom pr ivat izat ion o f  pub l ic  services range f rom $500 mill ion t o  $1.2 
b i l l ion.  *' 

Some o f  t h e  arguments against pr ivat izat ion are t h a t  pub l ic  employees 
wi l l  b e  displaced, wage standards need t o  be set a t  t he  preva i l ing  ra te  (us ing  
pub l ic  employees' wages), and tha t  i t  wi l l  resu l t  i n  an overal l  decline of 
government services, e.g. ,  ineff ic iency of service prov iders .  "' However, 
according t o  Morgan, a t  44, i n  t o s  Angeies where "over  a thousand 
county employee posit ions were pr iva t ized most of t he  employees were shi f ted 
t o  t h e  p r i v a t e  sector o r  absorbed by other  levels of government." Fur ther ,  
it is suggested tha t  t he  concern over  wage standards and t h e  overal l  decline 
i n  governmerit can be resolved th rough  open competition i n  the  marketplace 
and th rough  contractual covenants which would ensure t h e  prov is ion  of 
qua l i ty  services t o  the  p u b l i c . 5 0  

I f  p r ~ v a t i z a t i o n  IS a means o f  reducing government expendttures whrle 
m a i n t a i n ~ n g  a n  adequate lwei of servlces to the public, a n d  which wE l i  not 
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displace government  employees, then f u r t h e r  review and s t u d y  on t h e  
feasib i l i ty  o f  p r iva t iza t ion  o f  government  services is warranted.  GSBAC's 
recommendation on  establ ish ing a task  fo rce  of qual i f ied indiv iduals t o  
invest igate and recommend policies on pr iva t iza t ion  is a viable mechanism f o r  
examining t h e  feasib i l i ty  o f  p r iva t iza t ion  o f  state and local government 
services. '' 

Since GSBAC is comprised o f  local business representat ives w i th  
knowledge about p r iva t iza t ion  issues it would be  an appropr ia te  body upon 
which t h e  task  fo rce  could be  b u i l t .  Addit ional members o f  t h e  task  force 
should inc lude o the r  government  off ic ials represent ing t h e  Un ive rs i t y  of 
Hawaii, Department o f  Education, t h e  Jud ic ia ry ,  t h e  Department o f  Budget  
and Finance, legislators, and  appropr ia te  union representat ives. 

I n  examining t h e  feas ib i l i t y  of pr ivat izat ion,  t h e  task  fo rce  should 
invest igate and review, a t  a minimum, t h e  fol lowing: 

(1) l d e n t i f y  and  assess t h e  present  ex ten t  o f  cont rac t ing  ou t  
government  services t o  t h e  p r i v a t e  sector; 

(2)  l d e n t i f y  and  assess o the r  governmental services which may be  
pr iva t ized a t  a cost savings w i thout  decreasing t h e  qua l i t y  of 
ex i s t i ng  services, and which wi l l  not  displace government 
employees; 

(3) Review state laws and  rules which might  i nh ib i t  p r iva t iza t ion  as well 
as t o  ensure t h a t  pub l ic  in terests are protected if p r iva t iza t ion  is 
expanded; and 

(4) Review o the r  p r iva t iza t ion  opt ions such as f ranchise agreements and 
d i ves t i t u re  o f  government  responsib i l i ty  f o r  a service o r  services. 

T h e  r e p o r t  o f  t h e  task fo rce  wi l l  serve  as an e f fec t ive  tool f o r  
government  decision makers i n  determin ing whether  p r iva t iza t ion  is a v iable 
and ef fect ive method i n  reduc ing  government expendi tures wi thout  
jeopardizing t h e  qua l i t y  o f  services t o  t h e  pub l ic  and d isp lac ing government 
employees. 



Chapter  5 

FINDINGS AND RECOMMENDATIONS 

A .  Small Business Incubators 

F indings.  The  business incubator  concept is a valuable tool f o r  
ass is t ing small, young businesses t o  g row and develop i n  an environment 
conducive t o  t h e  shar ing  o f  ideas and  reduct ion o f  operat ing and overhead 
costs. Fu r the r ,  t h e  incubator  concept can be  and has been adapted t o  meet 
t h e  pa r t i cu la r  needs o f  businesses o r  a community. Experience f rom o ther  
state o r  municipal ly sponsored business incubator  programs has shown tha t  
many businesses prev ious ly  housed in incubator  fac i l i t ies d u r i n g  t h e i r  ear ly  
stages o f  development have matured i n to  successful enterpr ises p rov id ing  new 
employment opportuni t ies i n  a pa r t i cu la r  local i ty.  

The  p lanned Manoa Innovat ion Center  is not  t h e  p roduc t  o f  a state 
incubator  program. Rather ,  i t  is designed as a h i g h  technology incubator  
f ac i l i t y  proposed b y  t h e  state H igh  Technology Development Corporat ion, 
f unded  t h u s  f a r  en t i re ly  b y  state f u n d s .  Thus,  t h e  Bureau f i nds  t h a t  t h e  
establishment o f  an incubator  p rogram which is designed t o  allow f l ex ib i l i t y  i n  
t h e  s t r u c t u r e  and operat ion of t h e  fac i l i ty ,  as well as requ i r i ng  t h e  
par t i c ipa t ion  o f  p r i v a t e  sector f unds  f o r  t h e  fac i l i t y ,  is an ef fect ive economic 
development vehicle which, i n  addi t ion t o  benef i t t ing  ta rge ted businesses wi l l  
fos ter  pub l i c -p r i va te  par tnersh ips  which are  essential t o  t h e  expansion o f  
business development incent ives. 

Recommendations. The  Bureau recommends t h e  Legislature consider:  

(1) Establ ish ing a state business incubator  p rogram w i th  a pr imary  
purpose t o  create qua l i t y  jobs and d i v e r s i f y  t h e  economy, and 
which should include. a t  a minimum: 

A requi rement  f o r  a feasib i l i ty  s t u d y  t o  assess t h e  demand and 
market  f o r  an incubator  fac i l i t y  w i th in  t h e  proposed community 
o r  local i ty;  

A f inancial  matching requi rement  a t  least equal t o  t h e  amount 
of f unds  p rov ided  under  the  program f o r  t h e  establishment and 
operat ion o f  an incubator  fac i l i ty ;  

Establishment o f  an incubator  revo l v ing  loan f u n d  which may 
be  similar t o  t h e  Hawaii Capital Loan Program, chapter  210, 
Hawaii Revised Statutes; and 

Allowance f o r  f l ex ib i l i t y  in t h e  operat ion o f  an incubator  
fac i l i t y .  [See Appendix N f o r  selected state incubator  
programs); or,  if t h e  Legis lature chooses not  t o  establish a 
state business incubator  program; 

(2) Encouraging t h e  count ies t o  promote t h e  development o f  p r i va te  
incubator  faci l i t ies t h r o u g h  t h e  use o f  federal  funds  such as 
Community Deveinpment Block G r a n t  (CGBG) funds a n d  employment 
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t r a i n i n g  assistance funds  and tax  credi ts ,  such as t h e  Job T ra in ing  
Partnership Ac t  and t h e  Targeted Jobs Tax Cred i t ,  and proposing 
areas f o r  designat ion as en terpr ise  zones under  chapter  209E, 
Hawaii Revised Statutes. 

8. Capi ta l  Formation 

1. Ven tu re  Capi ta l  

F ind ings .  I n  general, small businesses, especially new s t a r t - u p  
businesses f i n d  it d i f f i c u l t  t o  secure ven tu re  capital  d u r i n g  t h e i r  ea r l y  stages 
o f  development. Trad i t iona l  ven tu re  capital ists usual ly  seek h i g h  growth,  
h igh  technology or iented f i rms  t h a t  w i l l  develop and  produce a p roduc t  t ha t  
wi l l  sustain i tse l f  i n  t h e  marketplace f o r  a per iod  o f  t ime su f f i c ien t  t o  receive 
a r e t u r n  on  t h e i r  investment comparable t o  t h e  r i sks  involved.  As noted 
prev ious ly  in Chapter  3, p a r t  8 ,  one o f  t h e  reasons f o r  t h e  i nab i l i t y  of small 
businesses i n  t h e  ear ly  stages o f  development t o  obta in f inanc ing  f o r  t ha t  
pe r iod  is t h e  unwi l l ingness o f  t rad i t iona l  ven tu re  capital ists to  make 
investments i n  those f i rms.  I n  p r o v i d i n g  small businesses greater  access t o  
v e n t u r e  capital, a t  least 28 states have in i t ia ted var ious types  o f  ven tu re  
capital  programs us ing  d i f f e r i n g  approaches such as (1) t h e  creat ion of a 
pub l i c  sector f und ,  12) t h e  creat ion o f  a state- ini t iated p r i v a t e  fund,  (3) t h e  
use o f  t ax  incent ives t o  induce p r i v a t e  sector investments i n  a ven tu re  capital 
f und ,  (4) t h e  use o f  a quasi -publ ic  e n t i t y  t o  operate a program, and (5) t h e  
use o f  pub l ic  pension f u n d  investments. 

T h e  prov is ion o f  v e n t u r e  capital  t o  small businesses d u r i n g  t h e i r  ear ly  
stages o f  development is important  t o  enable them t o  grow and mature in to 
v iable enterpr ises, which i n  t u r n  w i l l  p rov ide  greater  employment 
opportuni t ies f o r  ci t izens of, and increasing revenues to, t h e  State. Not  all 
small businesses wi l l  succeed nor  generate new jobs. T h e  marketplace wi l l  be 
t h e  f inal  a rb i t e r  as t o  who succeeds o r  fai ls.  Nonetheless, state assistance i n  
p r o v i d i n g  small businesses access t o  ven tu re  capital  w i l l  open t h e  door  f o r  
these businesses t o  en ter  t h e  marketplace, who otherwise m igh t  b e  shu t  ou t .  

T h e  Department of Business and  Economic Development (DBED) is 
p resent ly  conduct ing a s t u d y  pu rsuan t  t o  Senate Concur ren t  Resolution No. 
166, S.D.  1, adopted d u r i n g  t h e  Regular Session o f  1987 on t h e  issues and 
problems su r round ing  the  formation and  avai lab i l i ty  o f  ven tu re  capital  i n  
Hawaii. Without a clear p i c t u r e  of t h e  specif ic needs i n  Hawaii, a proposal 
cannot be  ta i lored t o  p rov ide  a workable solut ion. I n  any case, t h e  ven tu re  
capital  programs descr ibed i n  t h i s  repo r t  p rov ide  a basis f o r  discussion i n  
examining t h e  types  of programs appropr ia te  f o r  t h e  State t o  implement i f  
t he re  is a subsiant ia l  need on t h e  p a r t  o f  Hawaii businesses f o r  ven tu re  
capital, par t i cu la r ly  i n  ear ly  stage f inancing.  

The  Bureau f inds ,  however, w i t h  due considerat ion t o  t h e  ex ten t  of 
services c u r r e n t l y  p rov ided  by DBED's Small Business Information Service, 
t h a t  t h e  ven tu re  capital information and re fe r ra l  services should be  
s t r u c t u r e d  i n  a more formal manner t o  p rov ide  greater  accountabi l i ty f o r  and 
conf ident ia l i ty  o f  business proposals f o r  re fe r ra ls  t o  ven tu re  capital ists.  
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Recommendations 

( I )  If t h e  Legislature determines t h a t  v e n t u r e  captial information 
activities of t h e  Small Business  Information Serv ice  within t h e  
Department of Business and  Economic Development should b e  
expanded,  w e  recommend t h a t  section 211E-3(b), Hawaii Revised 
S ta tu t e s ,  be  replaced with t h e  following s t a tu to ry  provisions: 

(b)  The department of business and economic 
development i n  e s t a b l i s h i n g  a venture c a p i t a l  information 
center  s h a l l  d i l i g e n t l y  endeavor t o  opera te  t h e  cen te r  as  
a clearinghouse f o r  information on venture c a p i t a l  
Investment oppor tun i t i e s .  The c e n t e r ,  among o the r  
serv ices  necessary t o  accomplish the  purposes of t h i s  
s e c t i o n ,  s h a l l :  

(1) S o l i c i t ,  compile, p r o f i l e ,  and maintain cu r ren t  
information descr ib ing  oppor tuni t ies  f o r  venture  
c a p i t a l  investment i n  new o r  expanding 
businesses;  

( 2 )  Iden t i fy  a c t i v e  formal and informal inves to r s  
and p r o f i l e  t h e i r  d i s t ingu i sh ing  investment 
ob jec t ives ;  

(3)  Provide a t imely,  conf iden t i a l ,  and ob jec t ive  
r e f e r r a l  system serv ing  inves to r s ,  inventors ,  
and developers; 

( 4 )  Maintain s t a t i s t i c s  on t h e  operat ion of t h e  
center  including but not  l imi ted  t o  the  number 
of p ro f i l ed  inves to r s ,  number of inventors ,  and 
developers ,  t h e  number of r e f e r r a l s ,  and number 
of r e f e r r a l s  r e s u l t i n g  i n  investment; and 

(5)  Advertise and promote t h e  cen te r  

T h e  cen te r  in making refer ra ls  shall not engage  in  any advisory o r  
evaluative funct ion.  T h e  department  may cha rge  a reasonable 
referral  fee  fo r  serv ices  rendered  t o  inves tors ,  inventors ,  and 
developers .  

(2 )  Amend chapter  211E,  Hawaii Revised S ta tu t e s ,  b y  adding a new 
section t o  be appropriately designated and  to  read a s  follows: 

3211E-  Reports.  The department of business  and 
economic development s h a l l  repor t  on t h e  venture c a p i t a l  
information c e n t e r ' s  a c t i v i t i e s ,  as  of December 31 each 
year of operat ions under t h i s  chapter  t o  the  governor, t h e  
president  of t h e  sena te ,  and t h e  speaker of t h e  house of 
r ep resen ta t ives ,  on t h e  progress  made under t h i s  chapter  
including any compilations of da ta  required t o  be 
mainrained under sec t ion  2 l l E - 3 .  Tnese r e w r t s  shall be 
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submitted n o t  l a t e r  than February 1 immediately f o l l ow ing  
t h e  p e r i o d  covered by  t h e  r e p o r t .  

2. Publ ic Pension Funds 

Findings.  T h e  use o f  p u b l i c  pension funds  f o r  investment i n  ven tu re  
capital  vehicles, pa r t i cu la r l y  i n  p r o v i d i n g  capital f o r  t h e  ear ly  stage 
development o f  small businesses is an a t t rac t ive ,  b u t  no t  necessari ly a 
conservat ive, t y p e  of investment made b y  administrators o f  those funds .  As 
noted prev iously ,  investment  i n  companies i n  t h e  seed capital  and s ta r t -up  
phases of development, a re  general ly  considered too r i s k y  f o r  commercial 
lend ing  ins t i tu t ions  o r  unat t rac t ive  t o  t radi t ional  v e n t u r e  capital ists.  

I n  some states t h a t  have author ized pub l i c  pension f u n d  investments i n  
ven tu re  capital  vehicles, t h e  approach taken is t h r o u g h  passive investments 
o r  ind i rec t  investments as a l imited p a r t n e r  i n  ven tu re  capital enterpr ises.  
As a l imited par tner ,  t h e  ro le o f  t h e  pub l ic  pension f u n d  is l imited t o  
p r o v i d i n g  a cer ta in  amount o f  capital  and i n  shar ing  i n  t h e  r i s k  o f  any loss. 
T h e  ven tu re  capital  enterpr ise 's  investment por t fo l io  would be  managed b y  t h e  
general pa r tne r  o r  pa r tne rs .  Since t h e  r i s k  of loss and exposure t o  l iab i l i t y  
is limited, t h e  passive o r  i nd i rec t  investment approach appears t o  be  more 
appropr iate than d i r e c t  investments f o r  us ing  pub l ic  pension funds  f o r  
investment i n  ven tu re  capital  vehicles. 

Recommendations. If t h e  Legis lature determines t h a t  pub l ic  pension 
f u n d s  should be  used f o r  ven tu re  capital investments i n  ear ly  stage f inancing 
f o r  small businesses which have t h e  potent ial  f o r  generat ing new jobs and 
d i ve rs i f y i ng  t h e  economy, t h e  Bureau recommends tha t  section 88-119, Hawaii 
Revised Statutes, be amended t o  allow t h e  Employees' Retirement System o f  
t h e  State o f  Hawaii t o  pool u p  t o  one p e r  cent  of t h e  tota l  amount of t h e  
system's funds  w i t h  o the r  investors i n  professional ly managed ven tu re  capital 
l imited par tnersh ips .  T h e  te rm "ven tu re  capital l imited par tnersh ip"  may be  
def ined as a business engaged i n  investments f o r  t h e  development and 
commercialization o f  any  product ,  device, o r  process hav ing  t h e  potent ial  t o  
create new jobs and d i v e r s i f y i n g  t h e  economy o f  the  State o r  t o  increase t h e  
avai lab i l i ty  o f  ven tu re  capital  i n  t h e  State. I n  amending section 88-119, t h e  
p r u d e n t  person s tandard  should be  inc luded i n  t h e  s ta tu to ry  language. 

3. Loan Programs 

Findings.  Six state ioan programs i n  Hawaii now p rov ide  f inancial  
assistance t o  ta rge ted businesses such as small businesses and businesses o r  
ind iv iduals engaged i n  innovat ive p roduc t  development, o r  t o  businesses 
w i th in  cer ta in indus t r ies  such as agr icu l tu re ,  aquaculture, and t h e  f i sh ing  
i n d u s t r y .  The  U.S. Small Business Adminis t rat ion administers several loan 
programs ta rgeted f o r  small and  m ino r i t y  businesses, and  t h e  Small Business 
innovat ive Research (SB lR f  p rogram f o r  research and development projects. 
I n  addit ion, t h e  State may issue special purpose revenue bonds (SPRBs) t o  
raise money f o r  e i ig ib le manufactur ing,  industr ia l ,  and  processing 
enterpr ises,  and t h e  state H igh  Technology Development Corporat ion may 
issue special purpose revenue bonds f o r  t h e  f inancing of indus t r ia l  pa rks  f o r  
pro jects by a group of enterpr ises engaged i n  industr ia l ,  processing, o r  
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manufactur ing enterpr ises f o r  h i g h  technology (emerging industr ies which are 
technology intensive) under  similar restr ict ions, l imitations, and conditions as 
t h e  SPRB program. 

Thus, a panoply o f  pub l ic  loan programs o r  pub l ic  sources o f  captial are 
available t o  businesspersons who meet the  e l ig ib i l i t y  requirements f o r  a 
par t icu lar  program. Fur ther ,  section 211E-2(b)(5), Hawaii Revised Statutes, 
p a r t  o f  t h e  Hawaii Innovation Development Program, apparent ly  provides a 
loan vehicle f o r  t h e  fu rn i sh ing  o f  r i sk  capital t o  indiv iduals developing a new 
p roduc t  o r  invent ion.  T h e  Department o f  Business and Economic Development 
is requ i red  t o  "prescr ibe t h e  forms o f  f inancial  par t ic ipat ion t h e  department 
may engage in  as a resu l t  o f  making a loan under  [chapter  211E], inc luding 
b u t  no t  l imited t o  warrants, options, o r  royalt ies on sales o r  earnings."  

I n  view of t he  foregoing, no formal action is recommended i n  th i s  area, 
a t  t h i s  time. 

C. Business Development Services and Assistance 

1. Small Business Development Centers 

Findings.  Small business development centers a re  a posi t ive economic 
development tool which a state government can use t o  assist small businesses 
t o  g row and expand in  becoming posi t ive cont r ibu tors  t o  the  State's economy. 
As noted previously,  one of t h e  major causes f o r  business failures, 
par t icu lar ly  f o r  small businesses, is t he  lack o f  managerial sk i l ls  and business 
experience. Al though several programs in  the  pub l ic  and p r i va te  sectors 
prov ide  business development services, t hey  are located pr imar i l y  on the  
is land o f  Oahu. Fur ther ,  t he  types o f  services provided, and, i n  some 
instances, t h e  ta rget  g r o u p  f o r  assistance, are general ly d ivers i f ied  among 
t h e  service prov iders .  A central ized location serv ing  as the  catalyst f o r  the  
dissemination o f  business information and p rov id ing  f o r  o r  serv ing  as the  l i nk  
fo r ,  managerial and technical assistance in  business operations as well as 
p roduc t  and serv ice deveiopment and market ing, w i l l  enhance t h e  growth  of 
small businesses and possib ly  stimulate innovat ive p roduc t  development. 

Recommendations. I f  t h e  Legislature determines t h a t  a centra l  location is 
needed f o r  fac i l i ta t ing t h e  de l ivery  of business development services to  small 
businesses th roughout  t h e  State, t h e  Bureau recommends t h a t  t h e  Legislature 
establish a small business deveiopment center th rough  t h e  Uni ted States Small 
Business Administrat ion. T h e  Center may be administered independently b y  
t h e  Department o f  Business and Economic Development o r  jo int ly  w i th  the  
Un ivers i ty  o f  Hawaii. T h e  program should be s t ruc tu red  in  a manner 
consistent w i th  applicable federal  requirements as to  b e  el igible f o r  federal 
matching g ran ts .  T h e  enabl ing legislation should also allow sateil i te small 
business development centers t o  be located a t  univers i t ies and community 
colleges on t h e  d i f f e ren t  islands, and in  business incubators if a business 
incubator  program i s  established. 

One t ype  o f  service which could be prov ided th rough  a development 
center  o r  independently,  and therefore should be explored i s  legal assistance 
th rough  some t y p e  of cl inical program a t  t he  U n i v e r s ~ t y  o f  Hawaii, William S. 
Richardson School of Law. A coopera t~ve agreement between t h e  small 
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business development center  and  t h e  law school could be  negot iated t o  p rov ide  
nonl i t igat ion legal assistance b y  taw school s tudents to businesses under  
facu l t y  superv is ion.  Th i s  t y p e  o f  arrangement has t h e  potent ial  t o  p rov ide  a 
valuable serv ice t o  t h e  small business community, and  pract ica l  legal 
experience and t r a i n i n g  f o r  t h e  par t i c ipa t ing  law students.  

2 .  One-Stop Permi t t ing Center  

F indings.  A one-stop business permi t t ing  center  is a vehicle b y  which 
t h e  State can assist  not  on ly  small businesses, but businesses in  general. 
C u r r e n t l y ,  t h e  Small Business Information Serv ice (SBIS) o f  t h e  Department 
of Business and Economic Development prov ides,  t o  some ex ten t ,  permi t  a n d  
l icensing information and re fe r ra l  services. 

A cent ra l  location se rv ing  as a clearinghouse f o r  information and forms 
necessary t o  obta in the  permits and  licenses requ i red  f o r  a par t i cu la r  
business would fac i l i ta te and expedi te t h e  process and  may eliminate 
dupl icat ion o f  services b y  state agencies. T h e  Center  could also p rov ide  
information on t h e  avai lab i l i ty  o f  government f inancia l  assistance programs. 

Recommendations. I f  t h e  Legis lature determines, w i t h  due  consideration 
t o  t h e  permi t  information and re fe r ra l  services c u r r e n t l y  p rov ided  by t h e  
SBIS, t h a t  a one-stop business permi t t ing  center  serves a pub l ic  in terest  b y  
p r o v i d i n g  comprehensive business permi t  information t o  t h e  publ ic ,  reducing 
regu la tory  costs b y  coordinat ing, s impl i fy ing,  and  exped i t ing  t h e  state 
business permi t  procedures, t h e  Bureau recommends t h a t  a one-stop business 
pe rm i t t i ng  center  be  establ ished w i th in  t h e  Business and  i n d u s t r y  
Development Div is ion o f  t h e  Department o f  Business and  Economic 
Development, i n  t h e  fol lowing manner: 

(1) T r a n s f e r  t h e  funct ions,  personnel, equipment, supplies, 
publ icat ions, records, and  any o the r  materials o r  p r o p e r t y  o f  t h e  
SBlS t o  t h e  one-stop pe rm i t t i ng  center  (Center ) .  

(2)  T h e  Center 's funct ions as a clearinghouse should inc lude a t  a 
minimum: 

(a) Establishment o f  a business permi t  information serv ice t o  
coordinate, simpl i fy,  and expedi te permi t  application 
procedures f o r  persons engaged o r  in tend ing  t o  engage i n  
business o r  commercial act iv i t ies, except  licenses f o r  
professions and occupations, and environmental permits.  

ib )  Researching, compiling, and maintaining a collection o f  state 
and federal laws and rules and county ordinances applicable t o  
t h e  var ious business o r  commercial act iv i t ies f o r  which permits 
a re  requi red;  

(c) Seeking and  encouraging t h e  cooperation o f  appropr iate federal 
and county  agencies in implementing t h e  Center 's  funct ions and 
responsibil i t ies; a n d  
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( d )  Promoting and pub l ic iz ing  t h e  Center 's services t o  t h e  pub l ic  
and p r o v i d i n g  information on i ts  services f o r  inc lus ion i n  any 
pub l i c  informational mater ial  o r  permi ts  p rov ided  by a state 
agency. 

T h e  Center 's d i rec t  services should include at a minimum: 

(a) T h e  ident i f icat ion of t h e  types  of permi ts  and licenses t h a t  may 
be  requ i red  f o r  an appl icant 's business o r  commercial 
act iv i t ies; and 

f b )  Dissemination, upon request, o f  information on  applicable 
state, federal, o r  county  regis t rat ion,  permi t t ing,  l icensing, 
and  approval  requirements, and application forms f o r  ident i f ied 
permi ts .  

T h e  Center 's services should be c lear ly  s tated as fac i l i ta t ive t o  
p ro tec t  t h e  State f rom potent ial  l iab i l i t y  f o r  any  consequences 
resu l t i ng  f rom t h e  fa i l u re  t o  obta in a requ i red  permit ,  and t h a t  any 
in format ion p rov ided  b y  t h e  Center  o r  any omission of information 
b y  t h e  Center  does not  re l ieve any  person f rom o r  cons t i tu te  a 
waiver  o f  t h e  obl igat ion t o  secure a requ i red  permi t  f rom the  
appropr ia te  regu la tory  agencies 

State agencies should b e  requ i red  t o  cooperate w i t h  t h e  Center 's 
s ta f f  b y  designat ing a s ta f f  person t o  coordinate t h e  department 's 
e f fo r t s  i n  p r o v i d i n g  information t o  t h e  Center  on t h e  agency's 
permi t  process, and  t o  t h e  ex ten t  possible, p r o v i d i n g  a prompt 
response t o  a request f o r  exped i t ing  t h e  permi t  appl icat ion and a 
request  f o r  information. 

T h e  te rm "permi t "  should be  def ined as any  license, cert i f icate, 
regis t rat ion,  o r  any  o the r  form o f  authorizat ion requ i red  b y  a 
federal,  state, o r  county  department o r  agency t o  engage i n  any 
business o r  commercial ac t iv i ty ,  except  vocational and professional 
occupational licenses, cer t i f icates,  o r  regis t rat ion,  and 
environmental permi ts .  

T h e  Center  should b e  requ i red  t o  s t u d y  w i th in  t h e  second year  of 
operat ion t h e  feasib i l i ty  o f  p r o v i d i n g  a master o r  mul t ip le permi t  
appl icat ion fo rm.  

Fu r the r ,  if t h e  Legis lature determines t h a t  a one-stop pe rm i t t i ng  center  
should be  establ ished and tha t  ven tu re  capital information services should be  
expanded, t h e  funct ions,  responsibi l i t ies, and act iv i t ies of t h e  ven tu re  capital 
in format ion center  should be  consolidated w i th in  t h e  one-stop permi t t ing  
center .  
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3. Small Business Ombudsman 

Findings.  With due  considerat ion t o  t h e  ex ten t  o f  t h e  services 
per formed b y  t h e  Of f i ce  of t h e  Ombudsman i n  inves t iga t ing  complaints o f  
businesses against adminis t rat ive acts o f  state o r  county  agencies, t he re  is no 
necessity t o  create a separate small business ombudsman t o  per fo rm tha t  
funct ion.  A designated business advocate is a more suitable and appropr iate 
ro le f o r  t h e  government  t o  assist small businesses. There  are  at least two 
vehicles t h a t  can be  used t o  implement t h e  services o f  a business advocate. 
The  business advocate can be: (1) designated t o  serve  a small business 
adv isory  counci l ;  o r  (2) designated w i th in  each state regu la tory  agency. T h e  
la t te r  wi l l  al leviate problems associated w i t h  i n te rp re t i ng  a pa r t i cu la r  agency's 
rules, and perhaps fac i l i ta te t h e  resolut ion o f  specif ic problems o r  complaints 
in a more expedit ious manner than  someone unfamil iar w i th  t h e  agency's rules 
and procedures.  As t o  t h e  former, t h e  establishment o f  a small business 
adv isory  counci l  and  t h e  designat ion o f  a business advocate t o  serve t h e  
counci l  i n  implementing i t s  tasks  can b r i n g  greater  v i s i b i l i t y  t o  t h e  State i n  
terms o f  promot ing economic development by, t o  some extent,  focusing all o f  
t h e  act iv i t ies i n  a single en t i t y .  

Recommendations. If t h e  Legis lature determines t h a t  i t  is i n  t h e  best  
in te res t  of t h e  State t o  establish o r  create a business advocate w i th in  state 
government, t h e  Bureau recommends t h a t  a small business adv isory  council be  
establ ished and t h a t  a business advocate posit ion be  establ ished w i th in  t h e  
Business and I n d u s t r y  Development Div is ion o f  t h e  Department o f  Business 
and Economic Development t o  fac i l i ta te t h e  accomplishment o f  t h e  counci l 's 
tasks as well as  t o  assist  small business owners in addressing a n d  resolv ing 
t h e i r  concerns re lat ive t o  applicable laws o r  ru les af fect ing small businesses. 
I n  t h e  al ternat ive, t h e  Bureau recommends t h a t  each state agency should b e  
requ i red  t o  designate a s ta f f  person w i th in  t h e  agency as t h e  business 
advocate t o  assist  business owners in resolv ing misunderstandings, confusion, 
o r  problems re lat ive t o  any ac t i v i t y  f o r  which t h e  agency is author ized t o  
oversee o r  t o  any ac t i v i t y  in i t ia ted b y  an agency, consistent w i t h  applicable 
laws. 

4. Regulatory F lex ib i l i t y  

F indings.  The  major prov is ions o f  t h e  federal  Regulatory F lex ib i l i t y  Ac t  
(RFA) serve t o  accomplish specif ic object ives o f  t h e  RFA, such as, t h e  
considerat ion of regu la tory  a l ternat ives t h a t  may lead t o  less burdensome 
regulat ions, an analysis o f  ru les w i t h  s igni f icant  economic impacts on a 
substant ial  number o f  small ent i t ies, and an expanded level o f  small en t i t y  
par t ic ipat ion i n  t h e  rulemaking process. 

Hawaii c u r r e n t l y  has an adminis t rat ive process p r o v i d i n g  f o r  an analysis 
o f  t h e  long- and shor t - te rm impacts o f  proposed state adminis t rat ive rules 
upon t h e  State's f inancial  resources, t h e  general publ ic ,  economic g rowth  and 
t h e  economy o f  t h e  State, as well as upon indiv iduals and businesses af fected 
b y  a proposed ru le .  The  enforcement mechanism f o r  t h e  analyses is p r imar i l y  
t h r o u g h  t h e  Governor 's  review a n d  approval  of t h e  proposed rules, bo th  p r i o r  
t o  and subsequent t o  a pub l ic  hear ing on those ru les.  However, because t h e  
review has on ly  recent ly  been extended t o  inc lude impacts upon business, t h e  
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scope and  ex ten t  o f  t h e  analysis requ i red  o f  t h e  state agencies proposing t h e  
r u l e  changes and t h e  review o f  those analyses i s  p resent ly  unclear.  

Publ ic  par t i c ipa t ion  in t h e  ru lemaking process is p rov ided  under  Hawaii's 
Admin is t ra t i ve  Procedure Ac t  (HAPA) ,  chapter  91, Hawaii Revised Statutes. 
General ly,  under  t h e  HAPA, an agency is requ i red  t o  g i v e  a t  least twenty  
days '  not ice f o r  a pub l i c  hear ing  on  a ru lemaking proposal .  In terested 
persons are  a f fo rded t h e  o p p o r t u n i t y  t o  comment o ra l l y  o r  i n  w r i t i n g  on t h e  
proposal.  The  pub l ic  not ice f o r  t h e  proposal must contain a statement of t h e  
substance o f  t h e  proposal and t h e  date, time, and place of t h e  pub l ic  
hear ing.  However, t h e r e  is no express prov is ion f o r  t h e  inclusion o f  t h e  
agency's f ind ings  o f  i t s  analysis of t h e  impacts o f  t h e  proposal upon 
ind iv idua ls  and businesses i n  t h e  pub l ic  notice. Thus,  in terested persons are 
no t  made aware o f  and  are  no t  a f fo rded t h e  oppor tun i t y  t o  review and 
comment on  t h e  agencies' f i nd ings  concerning t h e  potent ia l  impacts o f  t h e  
proposed r u l e  change. 

A f t e r  rev iewing t h e  responses f rom t h e  several state agencies tha t  were 
ident i f ied  as hav ing  t h e  most contacts w i th  businesses, concerning rules o r  
policies specif ical ly f o r  small businesses, t h e  Bureau f inds  tha t  c u r r e n t  
agency ru les o r  policies w i t h  t h e  except ion o f  t h e  ru les  f o r  t h e  Hawaii Capital 
Loan Program app ly  t o  businesses general ly ,  r a t h e r  t han  specif ical ly t o  small 
businesses. 

T h e  Bureau also f i nds  t h a t  per iodic  rev iew by t h e  agencies o f  t h e i r  rules 
wi l l  he lp t o  ensure  tha t  government  rules are  not  obsolete, inappropr iate,  o r  
u n d u l y  burdensome f o r  t h e  regulated business, ind iv iduals,  o r  ent i t ies, 
consistent w i t h  applicable s tatutes.  

Recommendations 

With due  considerat ion t o  t h e  ex ten t  and  scope o f  regu la tory  
analysis and rev iew c u r r e n t l y  i n  place under  t h e  Governor 's 
Admin is t ra t i ve  D i rec t ive  No. 87-2, t h e  Eureau recommends tha t  t h e  
Legis lature examine t h e  need f o r  a more detai led o r  r igorous 
analysis o f  t h e  impact o f  rulemaking proposals upon affected 
businesses. 

I f  t h e  Legis lature determines tha t  a f u l l  economic analysis o f  rules 
hav ing  s igni f icant  impacts on a substant ial  number o f  businesses; 
t h e  per iodic  review o f  adminis t rat ive rules; and a n  expanded role 
f o r  small business par t ic ipat ion i n  t h e  ru lemaking process, serves 
t h e  pub l ic  in terest ,  t h e  Bureau recommends t h a t  t h e  Legislature 
should consider enact ing i n  some form, a regu la tory  f l ex ib i l i t y  act  
simi lar t o  t h e  federal  RFA; p rov ided  tha t  a task fo rce  consist ing of 
representat ives f rom t h e  business community and  appropr iate 
government  of f ic ia ls  b e  establ ished t o  examine, among o the r  th ings,  
t h e  cost effect iveness o f  per fo rming a f u l l  economic analysis o f  
proposed ru les hav ing  a s igni f icant  impact upon a substant ial  
number o f  businesses, as well as t h e  need f o r  legislat ively 
mandating regu la tory  f l ex ib i l i t y  analysis o f  proposed adminis t rat ive 
ru les.  
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(3) A l te rna t ive ly ,  if t h e  Legis lature determines t h a t  t h e  c u r r e n t  state 
regu la tory  analysis and rev iew process is adequate, t h e  Bureau 
recommends tha t :  

(A )  Section 91-3(1), Hawaii Revised Statutes, b e  amended t o  
requ i re  a statement summarizing t h e  agency's f i nd ings  o f  t h e  
impacts o f  t h e  ru lemaking proposal upon businesses, i f  any, be  
inc luded i n  t h e  not ice o f  pub l i c  hearing; a n d  

( B )  Section 91-4.1, Hawaii Revised Statutes, be  amended b y  
requ i r i ng  each state agency t o  review i t s  ru les eve ry  f i v e  
years f o r  t h e  purpose o f  determin ing whether  those rules 
should be  cont inued w i thout  change o r  should be  amended o r  
repealed consistent w i t h  t h e  stated object ives of applicable 
statutes, and r e p o r t  i t s  f i nd ings  t o  t h e  Governor  before t h e  
end  o f  t h e  year  i n  which t h e  rev iew was conducted.  

5. Ent repreneur ia l  Educat ion 

Findings.  T h e  par t ic ipat ion of t h e  p r i v a t e  business sector is essential in 
developing cu r r i cu la  f o r  en t repreneur ia l  programs o r  courses in pub l ic  
secondary and post-secondary educat ion. Ex is t ing  local pub l i c  and p r i va te  
educational ins t i tu t ions  have ut i l ized t h e  exper t ise o f  ind iv iduals w i th in  t h e  
p r i v a t e  business sector i n  e i ther  cu r r i cu lum development o r  as i ns t ruc to rs .  
However, t h e  te rm "entrepreneur ia l  education" needs t o  b e  examined b y  
educators and pub l ic  off ic ials t o  develop a work ing  de f in i t ion  o f  t h a t  term o r  
t o  develop pol icy guidelines t h a t  w i l l  p rov ide  t h e  basis f o r  a coordinated 
entrepreneur ia l  educational cu r r i cu la .  

Recommendations. I f  t h e  Legis lature determines t h a t  a coordinated e f f o r t  
between educators f rom pub l i c  and p r i v a t e  educational ins t i tu t ions  and pub l ic  
off ic ials is essential i n  developing a n  entrepreneur ia l  cu r r i cu lum w i th in  t h e  
pub l ic  secondary sechools and  post-secondary educational inst i tu t ions,  t h e  
Bureau recommends t h a t  t h e  Legis lature establ ish a t ask  fo rce  comprised o f  
p r i v a t e  a n d  pub l ic  educators o r  administrators and pub l i c  off ic ials (1) t o  
examine entrepreneur ia l  educational cu r r i cu la  developed by o the r  educational 
inst i tu t ions,  (2) t o  develop a w o r k i n g  de f in i t ion  o f  entrepreneur ia l  education, 
and (3) t o  propose a model en t repreneur ia l  educational cu r r i cu lum f o r  
secondary schools and post-secondary educational ins t i tu t ions .  

D. C u r r e n t  Problems and  Issues o f  Small Businesses 

I n  p a r t  B, Chapter  4 o f  t h i s  repor t ,  t h e  several ident i f ied  c u r r e n t  h igh  
p r i o r i t y  o r  most important  issues o f  small businesses in Hawaii were reviewed 
and discussed. Basically, those issues (proposals) per ta in  t o  subject matters 
applicable t o  businesses i n  general.  A f t e r  o u r  review, i n  general, we f i n d  
t h a t  immediate conclusions o r  recommendations f o r  most o f  t h e  proposals could 
no t  be  developed a t  t h e  present  t ime due t o  t h e  need f o r  addit ional 
information t o  assess potent ial  impacts on  af fected governmental ent i t ies and  
indiv iduals.  The  discussion on each of t h e  proposals i n  Chapter  4, p a r t  B, 
describes t h e  basis f o r  our general f ind ings .  
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However, f o r  t h e  proposal rega rd ing  t h e  pr iva t iza t ion  o f  government 
services, t h e  Bureau f inds  t h a t  i f  p r iva t iza t ion  is t o  b e  regarded as a viable 
means o f  reduc ing  government expendi tures whi le maintaining an adequate 
level o f  services t o  t h e  pub l ic  and not  simultaneously d isp lac ing government 
employees, then f u r t h e r  review on t h e  feasib i l i ty  o f  p r iva t iza t ion  of 
government  services is warranted.  T h e  Bureau, there fore  recommends tha t  
t h e  Legis lature establ ish a task  fo rce  comprised of representat ives f rom t h e  
business community, s tate government  off ic ials,  legislators, and pub l ic  
employee organizat ions t o  examine t h e  feasib i l i ty  o f  p r i va t i z i ng  cer ta in 
government  services. 

T h e  Bureau f u r t h e r  recommends t h a t  t h e  task  force, i n  examining the  
feas ib i l i t y  o f  pr ivat izat ion,  a t  a minimum, under take t h e  fol lowing: 

l d e n t i f y  and  assess t h e  present  ex ten t  o f  cont rac t ing  ou t  
government services t o  t h e  p r i v a t e  sector, inc lud ing  purchases o f  
services under  chapter  42, Hawaii Revised Statutes; 

l d e n t i f y  and assess o the r  government services which may be  
p r i va t i zed  a t  a cost savings w i thout  decreasing t h e  qua l i t y  o f  
ex i s t i ng  services, and which w i l l  no t  displace government 
employees; 

Review state laws and ru les which m igh t  i nh ib i t  p r iva t iza t ion  as well 
as t o  ensure t h a t  pub l i c  in terests a re  protected i f  p r iva t iza t ion  is 
expanded; and 

l den t i f y  and  review o the r  appropr ia te  pr iva t iza t ion  opt ions 
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Haw. Admin. Rules, s e c .  15-2-9 (Department 
of Planning and Economic Development). 

Ibid., ssc. 15-2-5. 

Ibid., sec.  15-2-8. 

Annual Reprt. Five State Loan Pro~rams, 
Department of Planning end Economic 
Development, Business and Indusrry 
Deveiopment Division (Honolulu: 1986), p. 
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Information provided by rhe Department of 
Budger and Finance. 

15 U.S.C. 5648 

Information obtained from "Report of a 
Univeisizy Study Group on its Review of 
the North Carolina Small Business and 
Technology Development Center", April 
1987, provided by Korth Carolina 
Legislative Services Office. 

Pacific Business News, November 2, 1987, 
p. A 23. 

Informat~on ohtamed from materials 
provided by the Kansas Legislative 
Research Department. 

"Testing the Harketplace", 
Business, August 1987, pp. 133-134. 

Information obtained from interview with 
Thomas S. "Tookie" Evans, Vice-president 
Business Services, The Chamber of Commerce 
of Hawaii, October 5, 1987. 

1987 Wash. Laws, ch. 348 

Or. Rev. Stat., secs. 341.785 et seq . ,  as 
amended. 

Interview with Richard Waidzunos, Deputy 
Director, HHBDC, October 7, 1987. Susan C. Awe, "The Wisconsin Small 

Business Development Center Information 
Service--A Nodei", Special Libraries, vol. 
77, No. 3, Summer 1986, pp. 152-165. See 
also California, Depertment of Economic - 
and Business Development, Plan for the 
California Small Pjsjaess Development 

(Sacramento: 1583). (A  conceprual 
muIti-year plan far deveiopmenr and 
implementation of rhe California SBDC.) 

See The Honolulu Star Bulletin, Sovember - 
9, 1987, p. A-5. 

Telephone interviews with Rick Kennedy, 
=TAD;, August 27, 1987 and December 9, 
1987. 

Information on the business asaisrance 
project obtained from materials provided 
by Alu Like, and from telephone 
conversaxion with Karl Cdarbe, Economic 
Development Specielisr, Alu Like, 
January 13, 1588. 

Ibid., p. 153. 



lil. 

172. 

Hawaii does not have a formal system 
currently in place for business permits 
and licenses. However, a system for 
m2editing permits reiaring to the 
protection, conservation, or use of the 
natural resources of land, air, or water 
in the Srate, and film production permits 
has been established by the legislature. 
See Session Laws of Hawaii 1985, Act 237 - 
(Permit Process Facilitation Act), as 
amended by Session Laws of Hawaii 1987, 
Act 8i; and Session Laws of Hawaii 1987, 
Act 35i (providing for a consolidated film 
pemit processing procedure). 

1986 Conn. Act 86-329 (Reg. Sess.). 

1983 Ill. Laws, Act 1341 

Yis. Stat., sec.  560.41, et seq 

1987 N.C. Sess. Laws, ch. 808. 

In addition, under Cola. Rev. Stat., sec. 
24-34-906, Colorado's Office of Regulatory 
Reform, in addition to providing services 
and performing funcrions in a smiliar 
fashion to Wisconsin's Permit Information 
Center and Norrh Carolina's BIC, is 
required to develop and implement a master 
application form and procedure. 

Under Mississippi's Permit and Licensing 
Procedures Act, Miss. Code Ann., secs.  
254-45-1 et seq., a single or master 
application form is to be developed by the 
Mississippi Research and Development 
Center. Further, under the permit and 
licensing procedures statutory scheme, the 
environmental permit coordinator within 
the department of economic development is 
responsible to coordinate and implement 
the one-stop permitting procedure, as well 
as environmental marters. Each state 
agency is required to develop a plan for 
one-stop permirting to coordinate the 
processing and issuing of permits or 
licenses by the agency with other state or 
federal agencies which also require a 
permit license before the applicant may 
perform cerrain activities or receive 
certain benefits. 

The American Assembly., Ombudsman for 
k e e n  Government?, ed. Stanley V. 
Anderson (Ecglecood Cliffs, N.J., Prenrice 
Hall: l968), p. 39. 

See Ibid., pp. 34-41. For a general 
discussion on the role of Hawaii's Office 
of the 0mIx;idsman Reoort of rhe 
Ombudsman of Hawagg Fiscal Year 1964-1985 
(Honoluiu: 1968), pp. 1-5. 

For exampie, proposed legislation (H.B. 
4216, 19873 in New Jersey would establish 
an Office of the Ombudsman for Small 
Business which would perform the basic 
functions of a typical obmndsman. 

Hawaii Rev. Stat., ch. 96 

Responses from several stare executive 
dep.xtmentr (departments of comeice and 
consumer affairs, health, human services, 
business and econcomic development, labor 
and industrial relations, agriculture, and 
taxation) to the question whether they 
administer any l a w s ,  rules, policies, or 
guidelines applicabie only to small 
businesses in Hawaii, generally, indicate 
that existing iaws and rules apply to 
small and large businesses alike. 

See sac.  96-8, Hawaii Revised Statutes, 
for the enumerated appropriate subjects 
for investigation. Under chapter 96, the 
Ombudsman may not invosrigate the 
administrative acts of the judiciary and 
its staff; the legislature, its commirees, 
and its staff; an entity of the federal 
government; a multistate government 
enrity; the governor and the governor's 
personal staff; the lieutenant governor 
and the lieutenant governor's personal 
sraff; the mayors of the various counties; 
and the councils of the various counties. 
Under sec. 96-1, Hawaii Revised Statutes, 
an "administrative act" is defined as " K g  
action, omission, decision, 
recommendation, practice, or procedure, 
but does n a c  include the preparation or 
presentation of legislation." 

Information ohrained from materials 
provided by the New York State Senate 
Research Service. 

Fla. Stat., §288.703(6) 

a, 1286-704. The Small and Minority 
Business Advisory Council (SMEAC) within 
the deparrment of commerce is composed of 
15 members appointed by the governor 
representing the small business and 
minority bnsinesh sectors. In essence. 
the SYBBC serves a similar function as the 
Hawaii's Governor's Small Business 
Advisory Committee, ski& is discussed at  
pp. 76 and 96. 

Ibid. - 
See foornote 13, in Chaprer 4 on problems - 
and Issues of small business. 



5 U.S.C. 05601 et seq. 

P.L. 96-354, 52(b) (note in 5 U.S.C. 
3601). 

Ibid. , $1. 

Business Administration Washington, D.C.: 
l96;:, p. 31; hereafter Annual Report-- =. 
Ibid., p. 23 

w, p. 2. 5 U.S.C. 5601(1) 
(definition of "r~le"). 

5 C.S.C. $601. See also Annual Report-- 
XFA, pp. 2-3. The certification musr be 
zlished in the Federal Renister at the - 
time of publication of genera1 notice of 
proposed rulemaking for the rule or st the 
time of publication of the final rule. 
The cerrification must explain the reasons 
for the certification. 

5 C.S.C. §603!b) 

5 C.S.C. §603(c: 

5 G.S.C. 5604(a). 

5 U.S.C. 5602. 

1 C.S.C. 5612. The congressional 
committees are the committees of the 
judiciary, and the seiect committees on 
small business of the Senate and House of 
Representatives. 

Ibid. 

@el Report--RFA, p. iii. 

Ibid., pp. 22-35. 

There is at least one statute providing 
for some rype of regulatory flexibility 
which relates to utility rates in which 
the Public Utilities Commission may make 
and amend its rules and procedures which 
will provide the Commission with 
rcfficient facts to determine rhe 
reasonableness of the proposed razes of 
snaller utiiitp companies wirh annual 
gross revenues of less than $2 million 
"without unduly burdening the utiliry 
company and its customers". Hawaii Rev. 
stat., sec. 269-16(g). 

200. Senate Bill No. 2364, Eleventh 
Legislature, 1982, Stare of Hairii, and 
Senate Bill No. 16, Tweifih Legislature, 
1983, State of Hawaii. For both bills, 
"small business" was defined as a 
corporation, partnership, sole 
proprietorship, or other legal entity 
formed ro make a profir, which is 
independently owned and operated from all 
other businesses and which has f i i r g  or 
fewer employees. 

Further, no smila: legislation appears to 
have been iniroduced to date. 

201. Testimony of Hawaii Business League on 
S.B. No. 2364, February 22, 1982, before 
the Senate Committee on Consumer 
Protection and Commerce. 

202. Testimony of National Federation of 
Independent Business on S.B. Eo. 16, 
February 4, 1983, before the Senate 
Commlrtee on Consumer Protection and 
Commerce. 

203. testimony from the deparmenrs of 
commerce and consumer affairs, health, and 
taxation. February 4, 1983 before the 
Senate Committee on Consumer Protection 
and Commerce. (Eote: testimony from the 
above agencies submitted at that time may 
not necessarily reflect the position of 
the present state administration.) 

204. Administrative Directive No. 87-2, April 
1, 1987. The administrative directive's 
starutory reference is w a i i  Rev. Stat., 
sec.  91-3(c), which states in pertinent 
part: "The adoption, amendment, or repeal 
of any rule by any state agency shall be 
subject ro the approval of the goveror." 

Previous adminisrrnrive dircctivos 
requiring agencies to submit information 
concerning the impact of the proposed 
rulemaking on state finances have been in 
effect for nearly ten gears. 

201. I b k  Although the 8dminis:rative 
directive is not clear as to the extent of 
review, the Director of Finance and the 
Director of Business and Economic 
Development reviews the ruiemaking 
proposal and relared information chat is 
scbmirred to the Governor. 

The Department of Business and Economic 
Development is currently reviewing r h e  
proposed zuies of other srate agmcias 
which in-iude ihe impact of the proposed 
ruie  on businesses in rerms cf increasld 
paperwork., increased cosr zo small 
businesses, and porextiai resrrictions on 
competition. Telephone icterviev with Tos 



Smgth, Division Head, Business and 
Industry Developmenr Division, on October 
16, 1987. 

ibid. 

Donald L. Sexton and Nancy B. Bowman, 
"Enrrepreneurship Education: Suggestions 
for Increasing Effecziveness", Josrnai of 
Snail Business Mariaxement. April, 1984, p. 
20. 

Funk and Wagnalls Standard Dictionary, 
International Edition, Poi. I, 1962. 

Ibid. 

Sexton and Bowman, p. 18. 

Robert Ronstadt, "The Educated 
Enrrepreneurs: A hew Era of 
Entrepreneurial Education is Beginning: 
Joumel of Small Business Management, 
Summer, 1985, p. 12. 

Sexton and Bowman, p. 21. 

Ibid. - 

Ibid. - 

Ibid. 

Carl P. Zeirhamei and George H. Rice, Jr., 
"Enrrepreneurship;Small Business Education 
in American Universiries", journal of 
Small Business Management, January, 1987, 
pp. 4!+-45 !citing S. Birley, "Education 
for Enrrepreneurs: A UKILSA Comparative 
Study" presenred to the Small Business 
Institute Directors Association, Denver, 
Colorado, February 1984). 

Donald L. Sexton and Nancy Bowman Upjohn, 
"Evaiuetion of an innovatiw Approach to 
Teaching Entrepreneurship", Journal of 
Small Business Management, January, i987, 
p. 38. 

Wall Srreet Journal, October 12, 1987, p. 
2 5 .  

Zeithamel and Rice, pp. 4 5 - 4 7 .  See also, 
U.S. Small Business Administration, Office 
of Business rjevelopment, w-ional S u m 2  
of Entrepreneurial Eaii, (3rd ed.; 
Ysshingrcn, K C . :  1986) (coatains course 
descriptions and syllabi from 418 
argarizsticx inc!uding k lgh  schools, 
coliegas, and universiries). 

Zeirhamel and Rice, p. 43. 

Informarion ohrained from materials 
provided by the Kansas Legislative 

Research Department, Legislative 
Coordinating Council. 

Ibid. 

Bryan W. Clark and others, "Do Courses in 
Entre~reneurshi~ Aid in New Venture 
Creation?", Journal of Small Business 
Manaeement, April 1984, p. 27. (The 
authors conducted a study of participants 
in the Wichita State University "Your 
Future in Business workshops to determine 
whether entrepreneurship courses have an 
impact on new venture creations. The 
authors concluded that a relationship 
exists between entrepreneurial education 
and new venture creation, i.e., the 
workshop attracted students with strong 
entrepreneurial interests, the workshop 
affected student attitudes tovard new 
venture start-ups, and ventures created 
appeared to indicate a measurable degree 
of succsss from the volume of sales and 
number of jobs created.) 

Information obtained from materials 
provided by Hawaii Pacific College. 

Letter from David Bess, Dean, College of 
Business Administration, ijniversity of 
Hawaii, September 22,  1987. 

Information obtained from materials 
provided by College of Business 
Administration, University of Hawaii. 

Ibid. 

Information obtained from materials 
provided by Kapiolani Community College. 
See also Pacific Business News, August 17, -- 
1987, p. 8. 

Ibid. 

Ibid. - 

U.S. Smali Business Administration, Office 
of Business Development National Survey of 
Enrrepieneurial Education (3rd ed. ; 
Washington, 3.C.: 1986), Pol. I, pp. 201- 
203 (microfiche). 

Ciisconsin, Depariment of Development, 
Division of Research and Analysis Bureau 
of Research, Models of Szate E n t r e m  
Develop~ent P r o g r ~  (April 1987 j , 
TR-87-1, p. 71; hereafrer Hodels of State 
EntrepreneurCal Prozrams. 

Sexron and Bowman, pp. 22-23 (citing M. 
Kourilsky, "Prediczors of Entrepreneurship 
in a Simuletad Economy", .ioilrnal of 
Creative Behavior, "01. 14, n 0 . T  (1980). 



Wodels of State Entrepreneur Programs, p. 
79. 

University of Hawaii, Economic Research 
Center, 1963. 

Ibid., pp. 80-81. ibid., pp. 70-73 

Information obtained from Junior 
Achievement of Hawaii. 

The stared needs of small businesses, as 
outlined in Appendix 3, were the result of 
the authors' research and discussions with 
various small businessmen, bankers, 
lawyers, accountants, and the staff of the 
Small Business Administration's Honolulu 
district office. *, p. 75. 

"Back to School", Hawaii Business News, 
October, 1986, p. 26. 

Ibid.; and information obtained from 
Junior Achievement Program. 

Ibid. 
Case studies of 55 business terminations, 
e.g., bankruptcy and business failure 
during the period 1949-1960. The 
businesses were categorized by aajor  
industrv xroum includinr anriculrurc. 

Information obtained from materials 
provided by Junior Achievement Program. 

Letter from Herman Aizawa, Assistant 
Superintendent, Office of Instructional 
Sersices, Department of Education, August 
31, 1987. 

and services 
Letter from Herman Aizawa, Assistant 
Superintendent, Office of Instructional 
Services, Dsparrment of Education, 
Seprember 28, 1987. 

Roberr A. Peterson, George Kozhetsky, and 
Kancy M.  Ridgwey, "Perceived Causes of 
Small Business Failures: A Research 
Note", American Journsl of Small Business, 
(3uly-September, 1983). pp. 15-19. &, Hawaii, Department of Education, 

Office of Instructional Services, The 
Foundation Programs Authorized Courses and 
Code Numbers 1986-1988 Practical A r t s  and 
Vocational-Tech- (1985). 

Ibid., p. 1-28, 

A.B. Ibrahim and J. R. Goodwin. "Perceived 
Causes of Success in Small Business", 
American J q ~ m a i o f  Small Business,' VII 
(Fall, 19661, pp. 41-50. 

Letter from Herman Aizawa, Assistant 
Superintendent, Office of Instructional Although the previous section discussed 

internal as well as external problems and 
needs of small business within the context 
of the 1960 study, chis section will 
discuss only the current external issues 
of concern to small businesses. Anorhe; 
study similar to that of Winter and Scott, 
E, may be appropriete to examine 
current internal problems and nerd* of 
small business. 

Services, Department of Education, 
August 31, 1987 

CHAPTER 4 

The information in this section is 
presented for illustrative purposes to 
give the reader a general background o f  
some of the past problems and needs of 
small businesses in Hawaii. 

Tne GSBAC i s  not established by law. ITS 
formation is informal. The C-SEAC was 
first czeared during the previous stare 
adminisrration. At the end of the 
previous administration that GSEAC was 
disbanded. The current GSSAC car rhen 
created by the present stare 
adminisrration. Apparently, the prisur?; 
purpose of the GSBAZiis io provide i fmm 
for open communicarmns between the sriell 
business community and state governmefir, 
witkin which issues may be examined and 
iegisiative or adminisrrative 
recommendations formulated far submitta? 
to the Governor. the Governor's Small 
Business Ad~,isory Comitte's Report to the 

Robert C. Schmidt, u i c a l  Statistics 
of Hawaii, ihe Univerrity,Press of Hawaii, 
Honolulu, 1977, p. 566. Data exclude farm 
and domestic workers. government 
empioyar.~, selr-employed, arid employees on 
ocean-borne v e s s e l s .  (Data for the years 
1960 and l9i.i were not avsiiabie.) 

Ibid. 

Lothar 6 .  Winter and Burton A. Scott, 
Small BUS- in the Hawaii E c m ,  



Governor, dated January 5, 1984 and 
October 29, 1985. Also, interview rith 
Ns. Berte Tatum, Chairperson of GSBAC, 
November 12, 1987. See elso, footnote 5 
under Chapter I, for list of organizations 
or groups to which inquiries were sent and 
responses received. 

GSBAC had recommended that the Stare 
should avoid mandating new health care 
benefits. In light of the enaczment of 
Act 331 1987 Regular Session, this 
particular issue was not examined. Act 
331 provides thar before any legislative 
measure relating to mandating health 
insurance toverage for specific health 
services, diseases, etc., can he 
considered, the social and financial 
effects of the proposed mandared coverage 
must he assessed by the Legislative 
Auditor. 

Ibid. 

Hawaii Rev. S&, sec. 385-7provPdes 
similar requirements for additional 
unemployment compensation benefits 

A labor dispute has been interpreted to 
mean "any ionrroaersy concerning wages, 
hours, or other terms or conditions of 
employment, or concerning the association 
or representation of persons in 
ncgotiaring, fixing, maintaining, charging 
or seeking to arrange wages, hours or 
other terms or conditions of empioyment." 
Ahne v .  D e p a r t m e n r ~ ~ o r  and Industrial 
Relations, 53 Haw. 185, 194 (1971j 
(citation omitted). 

Inter-Island Resqrts v .  Akahane, 46 Haw. --- 
140, 146 (1962). 

International Brotherhood of Electrical 
Workers v. Hawaiian Telephone Co., 68 Haw. 
-, 713 P.2d 943, 952 (1986) (citation 
omitted). 

Testimony from Hawaii Food and Industry 
Association, Hawaii Business League, %e 
Chsmber of Commerce, NFIB, on S.B. No. 20, 
as amended which was subsequently enacted 
as Act 235. Viws presented by Walter 6. Decker, 

position paper to KFIB Guardian Advisory 
Council, September 21, 1987. 

46 Haw. at 151. 

Testimony from the Department of 
Accounting and General Services on S.B. 
No. 20, as amended, on February 9, 1983 
and on March 29, 1983, before Senate 
Committee on Government Operations and 
County Relations, and the House Finance 
Committee, respectively. (This does not 
necessarily reflect the position of the 
current adminisrration.) 

Senate Bill No. 274, 332, 1670 and 1677. 
House Bill So. 130i and 16i8. 

Hawai, Rev. Stat., sec.  3868-3. 

Senate Conference Committee Report No. 64 
in 1985 Senate Journal, p. 897 and House 
Conference Committee Report No. 74 in 1985 
House Journal. o. 943. on House Bill No. 

Testimony from Hawaii Business League, 
City and County of Honolulu, Sheet Metal 
Contractors Association, General 
Contractors Association of Hawaii, 
Construction Industry Legislative 
Organization, Hawaiian Dredging h 
Construction Company, and hTIB, on H.B. 
No. 824, as amended. 

. . 
463, Thirteenth Legislature, 1985, Stare 
of Hawaii. 

See Position Pipers of Hawaii insur~rs - 
Council "Reasons Against Implementing the 
Workers' Compensation State Fund for 
Hawaii", and Walter C. Decker "Opposiiion 
of the Creation of State of Hawaii 
Workers' Compensation State Fund". As of October 1987, Congress was 

considering Senate Bill 328, Prompt 
Payment Act Amendmenis of 1987, which 
would reduce the 15-day grace period to 
seven days and then completely eliminate 
the grsee period on October 1, 1989. 
Source: "The Wsek in Congress", 
Congressional Indez (October 16, 198i). 

To dare, no special appropriation has been 
made. 

According to DLIR, the S150,OCC 
appropxared by Acr 381 w a s  not reieased. 
The University of Hawaii College of 
Continuing Education Gas able to sponsor 
the conference. Tne report of the 
conference, as required by A c r  38i has 
been submitted by the Lniversity of Hawaii 
LO the Legislernre. Letrer from Orlando 
Watanabe, Administraror, Disability 
Compensation Division, CLIR, January 7 ,  
1968. 

X.B. No. 444, Fourtoenth Legislature, 
1987, Srate of Hawaii, amending section 
Hawaii Rev,-, h e = .  383-61. 

Senate Conference Somittee Report KO. 121 
on House Bill 444, Fourteenth Legislature, 
198i, Stare of Hawaii. 



Hawaii Rev. Stat., s e c .  386-3, 

Hawaii Rev. Stat., s e c .  386-1 

S.B. No. 1504, S.D. 1, passed third 
reading in the Senate and is presently in 
the Hoiise Labor Committee. 

Karen Hanan, Windward Shiatsu Therapy 
Center, I n c . ,  position paper to KFIB 
Guardian Advisory Council on workers' 
compensation. 

Ibid. 

Letters from Orlando Watanabe, 
Administrator, Disability Cornpensarion 
Division, DLIR, November 18, 1987 and 
January 7,  1988. 

1986 Haw. First Special Session Laws, Act 
2. 

Senate Bills Nos. 186, 812, and 958, and 
House Bill Nos- 556, 1374, 1385 and 1582, 
Fourteenth Legislature, 1987, State of 
Hawaii. 

See "Final Report to Governor George R. - 
Ariyoshi", Advisory Cornittea on Insurance 
Capacity, February 1986, pp. 30-32; 
hereafter Final Report to Governor Georye 
R. Arijoshi. See also testimony of 
various business organizations such as 
Hawaii Medical Associaxion, The Chamber of 
Commerce, Healthcare Association of 
Hawaii, Hawaii Insurers Council, and 
Hawaii Independent Insurance Agents 
Association on Senate Bill No. 958, 1987, 
before the Senate Committee on Consumer 
Protection and Commerce, February 18, 
1987. 

Testimony of Hawaii Academy of Plantiffs' 
Attorneys, Inc., on House B i l l  No. 
1771-86, before Senate Judiciary 
Committee, March 25. 1986. 

Ibid. - 
Final Report to Governor George R. 
Ariyoshi, p .  26. 

"Privstizarion Helps . States Weather 
Cutbacks", Fiscal Ua-, Number 113, 
March 1986. 

Kennerh W. Clarksoa and Philip E. Fixler, 
n.e kale of Priratiz5;ion in Fiorida's 

iExecu:ive Susmaryj, Law G 
Economics Center of ihe Ciiiversity of 
Uiami and rhe Local Government Center, 
Research Fomdarion. 

49. Tracy A .  Morgan, "Toward a State Policy on 
Privatization", The Privatization Review, 
Summer 1986, p. 44. 

51. House Biil No. 606, 1987, which 
provides for the creation of a temporary 
commission -io examine government services 
which may be coarracted out to the private 
sector, is presently in the House Labor 
Cornittee. 



Appendix A 

5. C.R. NO. 

REQUESTING T H E  L E G I S L A T I V E  REFE'ERENCE BUREAU TO STUDY THE STATE 
OF SMALL B U S I N E S S  I N  HAWAII .  

WHEREAS, small business plays a dominant role in the job 
creation process, creating between fifty and eighty percent of 
all new jobs, employing one-third of the nation's work force, 
and comprising more than ninety percent of all businesses 
nationwide; and 

WHEREAS, a number of important studies have shown that 
small business is a key element in technological innovation and 
the transfer of technology, which in turn are vital to 
increased productivity and economic growth; and 

WHEREAS, Hawaii's growing population requires the creation 
of thousands of new jobs, most of which, according to recent 
research, will be provided by the small business community; and 

WHEREAS, it is important, therefore,. that the state's 
small businesses expand at an increasing rate to accommodate 
our population growth and remain competitive with other states, 
especially those developing economic opportunities throughout 
the Pacific Basin; and 

WHEREAS, the ability of the small business sector to 
create and retain jobs rests largely on the soundness of 
managerial skills, business strategies, and financial 
resources; and 

WHEREAS, there is a need for improved state government 
programs specifically aimed at encouraging the development of 
small business, by promoting an atmosphere conducive to their 
growth and removing unnecessary burdens imposed by the public 
se'ctor; and 

WHEREAS, public sector involvement in the formation and 
expansion of small businesses can act as a catalyst for the 
creation of new economic resources through legislation, 

R F S  1266 
4139E 



S. C.R. NO. 
preventive and problem-oriented assistance, and promotional 
activities; now, therefore, 

BE IT RESOLVED by the Senate of the Fourteenth Legislature 
of the State of Hawaii. Regular Session of 1987, the House of 
Representatives concurring. that the Legislative Reference 
Bureau is requested to conduct a study that will identify the 
problems and issues of high priority for the small business 
community, examine these problems, and propose solutions for 
consideration by the Legislature; and 

BE IT FURTHER RESOLVED that in conducting the study the 
Legislatfve Reference Bureau shall consult with the Department 
of Planning and Economic Development, the Governor's Small 
Business Advisory Committee, Small Business Hawaii, the 
National Federation of Independent Business, the Department of 
Education, the University of Hawaii, the Hawaii Business 
League, the Building Industry Association of Hawaii, the Small 
Business Center of the Hawaii Chamber of Commerce, the Minority 
Business Development Center of Honolulu, and other interested 
parties representing small business; and 

BE IT FURTHER RESOLVED that the Legislative Reference 
Bureau's study consider, but not be limited to the following: 

Small business incubators to encourage the 
development of new businesses and foster economic 
development by diversifying the local economic base, 
enhancing Hawaii's image as a center of innovation 
and entrepreneurship, and increasing employment 
opportunities and greater use of public-private 
partnerships; 

Regulatory flexibility legislation, which requires 
state agencies to analyze proposed laws and 
regulations for their impact on small business, and 
allows those agencies to adjust compliance and 
reporting requirements, schedules, standards, and 
penalties according to the size and capabilities of a 
business; 

One-stop permitting and financial assistance centers 
to help small business owners and prospective 
entrepreneurs comply with various licenses and 



permits necessary to operate a Sdsiness and provide 
referrals to businesses needing information on 
eligibility for public financial assistance programs; 

(4) Small business development centers to provide 
marketing, accounting, and economic analysis services 
to small businesses that would otherwise not be able 
to afford assistance in these areas, and more 
efficiently link together existing s~~ai; business 
assistance organizations and create new types of 
services where they are needed; 

( 5 )  Entrepreneurship education at the secondary and 
post-secondary levels utilizing the expertise of the 
private sector to develop appropriate curriculum; 

(6) Analysis of business incentive programs that could 
help stimulate small business growth; and 

( 7 )  Identification of government policies that 
specifically relate to small business to include, but 
not be limited to, permit procedures and fees, 
payroll costs, tax and labor issues; and 

BE IT FURTHER RESOLVED that the Legislative Reference 
Bureau report its findings and recommendations to the 
Legislature twenty days before the convening of the Regular 
Session of 1988; and 

BE IT FURTHER RESOLVED that certified copies of this 
Concurrent Resolution be transmitted to the Director of the 
Legislative Reference Bureau, the Director of Planning and 
Economic Development, the Superintendent of Education, the 
President of the University of Hawaii, the Chancellor of the 
Community Colleges, Small Business Hawaii, the National 
Federation of Independent Business, and the Chairperson of the 
Governor's Small Business Advisory Committee. 

RFS 1266 
41393 



HOUSE OF REPRESENTATIVES 
FOUR'I'EENTH LEGISLATURE, 1987 
STATE OF HAWAII 

A -- - *- 

REQUESTING THE LEGISLATIVE REFERENCE BUREAU TO STUDY THE STATE 
OF SMALL BUSINESS IN HAWAII. 

WHEREAS, small business plays a dominant role in the job 
creation process, creating between fifty and eighty percent of 
all new jobs, employing one-third of the nation's work force, 
and comprising more than ninety percent of all businesses 
nationwide; and 

WHEREAS, a number of important studies have shown that 
small business is a key element in technological innovation and 
the transfer of technology, which in turn are vital to 
increased productivity and economic growth; and 

WHEREAS, Hawaii's growing population requires the creation 
of thousands of new jobs, most of which, according to recent 
research, will be provided by the small business community; and 

WHEREAS, it is important, therefore, that the state's 
small businesses expand at an increasing rate to accommodate 
our population growth and remain competitive with other states, 
especially those developing economic opportunities throughout 
the Pacific Basin; and 

WHEREAS, the ability of the small business sector to 
create and retain jobs rests largely on the soundness of 
managerial skills, business strategies, and financial 
resources; and 

WHEREAS, there is a need for improved state government 
programs specifically aimed at encouraging the development of 
small business, by promoting an atmosphere conducive to their 
growth and removing unnecessary burdens imposed by the public 
sector; and 

WHEREAS, public sector involvement in the formation and 
expansion of small businesses can act as a catalyst for the 
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creation of new economic resources through legislation, 
preventive and problem-oriented assistance and promotional 
activities; now, therefore, 

BE IT RESOLVED by the House of Representatives of the 
Fourteenth Legislature of the State of Hawaii, Regular Session 
of 1987, that the Legislative Reference Bureau is requested to 
conduct a study that will examine the problems affecting small 
business in Hawaii and propose solutions for consideration by 
the Legislature; and 

BE IT FURTHER RESOLVED that in conducting the study the 
Legislative Reference Bureau shall consult with the Department 
of Planning and Economic Development, the Governor's Small 
Business Advisory Committee, Small Business Hawaii, the 
National Federation of Independent Business, the Hawaii 
Business League, the Department of Education, the University of 
Hawaii, and other interested parties representing small 
business and shall utilize an adhoc, broad-based citizen's 
panel to analyze the underlying reasons for Hawaii's perceived 
"anti-business climate." 

BE IT FURTHER RESOLVED that the Legislative Reference 
: study consider, but not be limited to the following: 

small business incubators to encourage the 
development of new businesses and foster economic 
development by diversifying the local economic base, 
enhancing Hawaii's image as a center of innovation 
and entrepreneurship, increasing employment 
opportunities and greater use of public-private 
partnerships; 

regulatory flexibility legislation, which requires 
state agencies to analyze proposed laws and 
regulations for their impact on small business, and 
allows those agencies to adjust compliance and 
reporting requirements, schedules, standards, and 
penalties according to the size and capabilities of a 
business; 

one-stop permitting and financial assistance centers 
to help small business owners and prospective 
entrepreneurs to comply with various licenses and 
permits necessary to operate a business and provide 
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referrals to businesses needing information on 
eligibility for public financial assistance programs; 

small business development centers to provide 
marketing, accounting, and economic analysis services 
to small business that would otherwise not be able to 
afford assistance in these areas, and more 
efficiently link together existing small business 
assistance organizations and create new types of 
services where they are needed; 

entrepreneurship education at the secondary and 
post-secondary levels utilizing the expertise of the 
private sector to develop appropriate curricula; 

analysis of business incentive programs that could 
help stimulate small business growth; 

identification of government policies that 
specifically relate to small business including, but 
not limited to, permit procedures and fees, bond 
requirements, payroll costs taxes and labor issues; 
and 

BE IT FURTHER RESOLVED that the Legislative Reference 
Bureau report its finding and recommendatiors to the 
Legislature twenty days before the convening of the Regular 
Session of 1988; and 

BE IT FURTEER RESOLVED that certified copies of this 
Resolution be transmitted to the Director of the Legislative 
Reference Bureau, Director of Planning and Economic 
Development, Superintendent of Education, President of the 
University of Hawaii, Chancellor of the Community Colleges, 
Small Business Hawaii, National Federation of Independent 
Business and the Hawaii Business League and Chairperson of the 
Governor's Small Business Advisory Committee. 
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Relevant provisions of the Hawaii State Plan provide in pertinent part: 

5226-6 Objectives andqolicies for the economy--in general. (a) 
Planning for the State's economy in general shall be directed toward 
achievement of the following objectives: 

(I) Increased and diversified employment opportunities to achieve full 
employment, increased income and job choice, and improved living 
standards for Hawaii's people. 

(2) A steadily growing and diversified economic base that is not overly 
dependent on a few industries. 

(b) To achieve the general economic objectives, it shall be the policy 
of this State to: 

Increase effective communication between the educational community 
and the private sector to develop relevant curricula and training 
programs to meet future employment needs in general, and 
requirements of new, potential growth industries in particular. 
Foster a business climate in Hauaii--including attitudes, tax and 
regulatory policies, and financial and technical assistance 
programs--that is conducive to the expansion of existing enterprises 
and the creation and attraction of new business and industry. 

5226-10 Objective andjolicies for the economy--potential growth 
activities. (a) Planning for the State's economy with regard to potential 
growth activities shall be directed towards achievement of the objective of 
development and expansion of potential growth activities that serve. to 
increase and diversify ~awaii's economic base. 

(b) To achieve the potentiai growth activity objective, it shall be the 
policy of this State to: 

.,.....% .. .~ ,. 
(6) Provide public incentives and encourage private initiative to 

attract new industries that best support Hawaii's social, economic, 
physical, and environmental objectives. 

(7) Increase research and the development of ocean-related economic 
activities such as mining, food production, and scientific research. 

(8) Develop, promote, and support research and educational and training 
programs that will enhance Hawaii's ability to attract and develop 
economic activities of benefit to Hawaii. 

(9) Foster a broader public recognition and nnderstanding of the 
potential benefits of new, growth-oriented industry i.n Hawaii. 

$226-103 Ecorianiic~~ity piideline~. (a) Priority guideiines to 
srimulate i:conomic grovth arid encourage hus%r:t?ss expansion and developrment to 
provide needed jobs for ~avsii's people and achieve n stable and d?~crsified 
economy : 

( l j  Seek a variety of means to increase the availability of investment 
capital for new and expanding enterprises. 

(2j Encourage the expansion of technological research to assist industry 
development and support the development and commercialization of 
technological advancemnts. 



Improve the quality, accessibility, and range of services provided 
by government to business, including data and reference services and 
assistance in complying with governmental regulations. 
Seek to ensure that state business tax and labor laws and 
administrative policies are equitable, rational, and predictable. 
Streamline the building and development permit and review process, 
and eliminate or consolidate other burdensome or duplicative 
governmental requirements imposed on business, where public health, 
safety, and welfare would not be adversely affected. 
Encourage the formation of cooperatives and other favorable 
marketing or distribution arrangements at the regional or local 
level to assist Hawaii's small-scale producers, manufacturers, and 
distributors. 
Continue to seek legislation to protect Hawaii from transportation 
interruptions between Haxaii and the continental Gnited States. 
Provide public incentives and encourage private initiative to 
develop and attract industries which promise long-term growth 
potentials and which have the followine characteristics: - 

An industry that can take advantage of Hawaii's unique location 
and available physical and human resources. 
A clean industry that would have minimal adverse effects on 
Hawaii's environment. 
An industry that is willing to hire and train Hawaii's people 
to meet the industry's labor needs. 
An indusrry that would provide reasonable income arid steady 
emolovment. . - 

Support and encourage, through educational and technical assistance 
programs and other means, expanded opportunities for employee 
ownership and participation in Hawaii business. 
Enhance the quality of Iiawaii's labor force and develop and maintain 
career opportunities for ~awaii's people through the following 
actions : 
(A) Expand vocational training in diversified agriculture, 

aquaculture, and other areas where growth is desired and 
feasible. 

(B) Encourage more effective career counseling and guidance in high 
schools and post-secondary institutions to inform students of 
present and future career opportunities. 

(C) Allocate educational resources to career areas where high 
employment is expected and where growth of new industries is 
desired. 

(D) Promote career opportunities in all industries for Hawaii's 
people by encouraging fLrms doing business in the State to hire 
residents. 

(E) Promote grearer public and private sector cooperation in 
determining iridustrial training needs and in developing 
relcvant c~rricula and on-the-job training opportunities. 

(F) Provide retrnici~g programs and other su?port sorvices to 
assist entry of displaced ~orkers into aiternative employment. 
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Source: Wisconsin Department of Development, Division of Research and 
Analysis,  Bureau of Research, 3odels of S t a t e  Ent repreneur ia l  
Development Programs, TR-87-1, Apr i l ,  1987,  pp. 60-61. 
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VENTURE CAPITAL PROGRAMS 

SfATt  WIni -- rrpp r m  FUNUINL SOIIRCE~ 

Rrrwnrr c o r v  1978 PP State awrov I lOR 
frm ysraanrnt fund. 

I1 Burlnerr lnnorr- I985 PU I:M sta te  
t ion fund 

Bank C m l $ r l o n e ~  I h'o r y c c l f l c  targets. Loans. epulty. bonds, No d e v r l r m n t  cory- 
State Banklng Board. etc.  oratlons hare beem 

l o m d  a t  t h l r  t l r .  

Board: treasurer Rko a ~ t l v l t l c s  o t  n n  and tguf ty  e g m n x n t r .  No yr-ajectl have been 
c m y t r o l l e r  k 1 r % l r t l n g  rmll. hlph-tech funded p t .  
**PIS of Wl"d:e f f W l .  
s ~ c t e r  wye ln tcd  by 
gortrmr. 



KS Xmwl Inves t -  1985 PP Uy l o  $?OH o f  y u b l l c  
n n t  Fund yenrlan fvad. 

KS Xanrar Venture 19Bb SSP Uy t o  IIOW o f  s t a t e  

k v t .  o f  connetre 6 % a l l  technology-hare4 c a -  f w l t y .  r o r a l t l c s .  or 4 y r o k c t r  h e r  been 
C-nlty I f l a l r f ;  y a n k $  L l r t  are e t t e n y t l n g  v a r l l c l y r t l a n  c e r t l -  funded. 
t q u l l y  lnvor tnan t  Re- t o  s r y m d .  flrater. Harlmum 
v l w  Coanl t tec.  anloilnt 11 $:S0.0110. 

2 :  I ~ r i v a l e / ~ u b l  lr 
malch. 

P r l s e t e  (Ira ! f ron t -  P re fe rs  t r rhno logy  ba led  I q v l t y  I n  f o n  o f  1 vrojecL$ h a m  been 
mac) r c w o n r l b l e  for r t a r t u y r .  cornon stock or con- rhorm.  
I l r r l t . e n t i .  ~ e ~ l i b l e  SPIUCI~ICI. 

Ooard c a y o r r d  er Technoloqv-bared r c r r a r r h  Rora l l y  agracmn!l I 1  yroJcctr. I ? I H  
l n e l r l d u l l r  I r o n  p b -  l cadmq t o  yrsduct that  w l ' l  and con t rac t  rerearch. 
l i c  6 y r l w t e  i e c t ~ r .  enhance Indiana ecnnrmy. 

Board $e lec ted  by Ncr l nnova t l re  p rndur t  dcr-  Product l n v e l t m n t  1 ymlec ts .  WS.OO(1. 
governor L c o n l l r m d  CIOIR~I that *Ill e*Lrnrr w t h  r o y a l t y  sqrcc- 
hy s e w t ~ .  l a a  fcb c ~ e a t l ~ a .  mnr. o n l y  y r u d ~ ~ t  

l n r e l t o r  deals. 

L lm l ted  (partncrrhly. S t a r t  uyl. f l r l t  I 8  month% t w t t ) r  q r t p m s n t r .  2 y ro lec ts .  
mnagcd by y r l v a t r  a l l  Investments n u r t  be r l g n f f l r a n t  ndnajr- 
tlrm. ( I m c r t  A a r r l c n l  in Iowa. k f t c r  that ,  uy m o t  role sought. 

t o  111 c r u l t a l  ran be l n -  
res ted  w t  a f  sta le.  

Kr. Puh. lny. Ret. I l ~ r l k r e l  l oca ted  $0  the Secured debt b 1 l n f t -  $Qn r m l t k d  t o  1. 
57%. L t n r c r t n r n t  ~ t d t c .  ed yartner. funds. 
COY.I.I. 

15 ne.hnr board. 5 m l l  b u r l n e r r w  word by Debt tnd r q u l t y .  not y e t  I" o ~ s r r t b o n .  
K M ~ S  residents or  any f lm 
or s ~ b r l d t a r y  overa t log  y r l -  
m a r l l y  In Knnlal. 



Hf Caylt.1 Cory. I980 

114 FUNOIIIC SOIWCtS - 
I rrlr.h inver tom 252 

t a r  r r t d l t .  

1 $I ron fm l l f s  
l n ru r l n r s  Industry. 

Board avyolnl@d by Small growth firm. mlnor- 
gorernor. 111 owed bvr ln r r rs r .  

~(aryland smll L r l -  Hfnor l ty  I r s c r  and s e t )  
nest a v r l .  f lnanr lng  f nnch l se  buylneslel. 
s t h o r l t y ,  no r o w 1  
suldellnes yet. 

t l n l t c d  yar tncr rh fy  f tpdn l fon l ,  turn aroundr. 
owed by nlne 11te nsmgenent buyouts. 
Insurance ranvcolar. 

INYESIEK~I~ wrti - .- hCT1VIIY 

I-n or yrefcrred Not yet I n  oyrrat lon. 
I ~ O L * ;  VIIIOVI 1JyW 
o f  debt. 

2 u r b l r r t r .  5715,000. 
only l l n l t r d  r gv l t y  

Host lv subordinated 110 convml@s h a w  
dcbt<mmc equity, OF been funded; 7.500 
cnnrcr t lb lc  debt. Jobr have been 
a a l s  ranlre f ron  created or  retalncd. 



ICLR 1 l P t  fUNklNG IGVRCtS srrrr ~ w r  G O V ~ N I I  O V ~ S I I  r a ~ ~ r r s  . ~nvrsrwrnr r r p E  n c t i v L .  

W Iechnoloqy Dev.1. 1 9 ~ 9  91 $04 lmn r t a l e .  $314 Board c o n r l r t 3  or 3 C I r t y  stage. tech. bared Canblnat lnol  o f  29 y r o j e c t l .  I l .JM 
Cory. f r m  IN. 9er. t  ~ l l l c l a l s ,  2 f l m r .  e q u i t y  L debt. 111 created o v  r e t a l m d  

a a d e m l ~  l e < t o r .  6 l n v t r t m n t r  on ro- 1.142 jabs. 
fren y r l r a t e .  L I I  ay- venture b a l l $ .  
y ~ t n t r d  by governor. 



s t a t e  i e r h n ~ l o p i ~ a l  lo (In.* w l t h  re levanre l o  
m r e l o u a n t  l u t t w r l t r .  NC ecorwny; w m t  l l n k s  t o  

seed c a y l t l l ,  roya l -  I 6  y r o l c r t r .  
tY. 

S t a r t  ~y i n d  ren tu rc ;  None c e r t l f , r d  yet. 
n o t  seed. 

25: t a r  t r e d l l  l o  I n -  
r t l t o r l  "" to  I """. 
or 5 D O . W O  crch. 
!$W il.iL I0l.l) 

var t l la .  I n d r y m d m t  
body. 

h b l k  tny. Rel. S p .  lbt for reed cay. 

Non- ,mr I t ,  yub l l c  lnnovat los i n  c x l r t l ~ g  I n -  
c o r r o r i t l o n .  Board dus t ry  1 derelowncot o l  

IM set  .rfde fro. 
i110Ii i n d u ~ l r l l t  
rercnvr bond f l n m -  
c l a l  p q r e m ,  115.18 
O r  v r l v a t e  ~ a y l t a l .  



I n v e r l m n t  & r l r l o n l  D l r e r l l f l e d  l f g .  m t w -  
d  by I  y r l rcs  r l t h  y o t t n t l a l  
manaped brd. Created grawth Mnagsrml .  
Cayl lal  Cory., a yr t -  
r a t e  SRIC (Cundinp 
eva l lab le  fvcm SEA) 

I n d ~ ~ t r l a l  and Trade Bu%lne l l  Cdyl lal  for  lur- 
Jobs b v e l n w o l  Cory- r l w t .  civantlon an4 new 
oratton. product d e ~ e l w - e n l .  

I q u l t y  and b b t .  O y e n t l o n l l  1" 1986. 

Source: Wisconsin, Department of Development, Division of Researcli and Analysis, Bureau of 
Research, -- Models of State Entrepreneurial 
1 .  91-96. 
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NOTES TO TA&E SHOWING CHANGES IN RESTRICTIONS 

x . . .  Indicstw orasence of the restrietlon 
a . . .  .authorized s home losn prosmzm 
b... Parnitted covered call options 
c . .  . Stete funds required to invest in in-state nartssses 
d... Authorired investment in con\aerclal paper. benkere' acceptenee*. 

and repurchase sgre-nts 
a,.. Eliminated roetristlona on Israeli bonds, istiend Housiry. Bonds 
f... Eliminated restriction on the nunbar of years for h i c h  

dividends rere psi6 
g . . .  Authorized city pension nyatons to pool inve~taents to inprwe 

yis1a 
h... Proposed suthoririry. invaatmmte in real estate aortga(;as 
I.,. Increased maxinu. perrent of .*.st. to b. invoetcd in 

non-dividend peyiq stock 
j . . .  Authorized assets to bs placed in vantvre s*pltsl 1iait.d 

psctnei-P~~PB 
k Authorized Investsent in foral~n bonds 
I... Luthorirco nit1ng of put and call op11on. 
... lnrreaaed rux1'"m p.rcent of .sast. to be ~lsccd .n"u.llr in 

equities 
n... Allowed inveetmnts in real estate m0rtsw.e certificates and 

debentures 
o . . .  Allowed basket clause exemtion for InventDonts in in-state 

corp.r.ti- 
p... Eliminated restriction of msxirmzn percent of ass&. in m y  

slntle inveatmnt - 
P... Allowed investments in over-tha-counter stocks 
r . . .  Allowed investmnte in U.S. sasuritiss, pooled real estate funds 
a , . .  Required porttolio dlversltieatlon 
t... Eliminated waxinurn .ereant of eiruia stock he16 DY fund 
u... Authorized investmntr in sold bullion 
v... Authorired inveetlnents in %WA obliastlons 
r . . .  Allowed investmant in co-reht real astats 
I... Under sonsldarstlon 

Source: U.S. Small Business A d m i n i s t r a t i o n  O f f i c e  
o f  P u b l i c  Advocacy. S t a t e  A c t i v i t i e s  i n  -- 
Capi t a 1  Format ion:  Venture C a p i t a l  , 
Working C a p i t a l ,  and P u b l i c  Pension Fund 
Investments  (Washington: 1955),  pp. 30-31. 
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M A 1 1  CAPITAL LOAN PRKFM 
Classification of Loans as of 4/17/86 

Nmber of Loans Original Loan 
Nmber 8 AmMmt b 

1. Construction 

2. Forest Products 

3. bnufacturing: 
a.  Electronics 
b. Energy 
C. Garment 
d. W o c d  Products 
e- Egg 
f. Fruits 
g. Vegetables 
h. Others 

Sub-Total 

6. Retail: 
a. Restaurants, Fast 

Foods Catering 
b. Fish Market 
c. Other 

Sub-Total 

7. Service: 
a'  Motel 1 50,000.00 
b. FVofessional (Dr., 

CPA, etc.) 2 62,750.00 
c. Beauty Salon -- -- --- -- 
d. CableTV -- -- --- -- 
e. Care Haws 2 119,500.00 
f .  Printing 
g. Film Industry 
h. Others 

Sub-Total 

8. Transportation: 
a. Freight 
b. Passenger 

9. Wholesale: 
a. Fishing 
b. Other 

Sub-Total 

Information provided by the Department of Business and Economic 
Deveopment, Financial Assistance Branch. 
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DEPARTMENT OF BUDGET AND FINANCE O F  THE STATE OF HAWAII 
SPECIAL PURPOSE REVENUE BONDS FOR 

MANUFACTURING, PROCESSING AND INDUSTRIAL ENTERPRISES 
AS ORIGINALLY AUTHORIZED BY THE STATE LEGISLATURE 

Project Name 

Ethanol Plant 

Aloha Studio, Inc. 

Ewa Plain Water Development 
Corp. 

Kamaoa Wind Energy 
Partners 

Hawaiian Abalone Farm 

Cyanotech Corp. 

Wailua River Hydro 

Wanalei Power Co., Inc 

Honolii-Yauna Kea Power 
Company 

Honolii-Island Power 
Company 

Legal Authority 

Act 109, SLH 1983 

Act 300, SLH 1983 

Act 96, SLH 1985 

Act 145, SLH 1985, 
as  amended by 
Act 3, SLH 1987 

Act 147, SLH 1986 

Act 190. SLH 1986 

Act 259, SLlf 1986 

Act 227. SLW 1986 

Act 263, SLH 1987 

Act  304, SLH 1987 

Original 
Authorization --- 

October 14,  1987 

Source: State of Hawaii, Department of Budget and Finance. 
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WISCONSIN SMALL BUSINESS DEVELOPMENT CENTER 
INFORMATION SERVICE 

Objectives and Tasks for Dissemination of  Business Information 

11) To determine the informarion services . S u ~ e y  business reference books For -re 
necded by small business anerimanagcrs: sources of ~nfoination; 

Devel-p a amailins list of small burinesse*, 
privntt consultants, SUM: cmrdinatoir. 
councp ogenrr, consultants. infenontion 
staff, professionals with small basiners 
clients, e.g., lauyers. CPAS, adverrising 
fi-, etc., govemmonf egencier involved 
with sinall business, and burinesr 
librlrians/infornerion specialists; 

Pilot t e s t  the survey insrrumenr and revise 
the survey; 

Dissesinaie survey to mailing list; 

Send letter to insure 
sfetiiiically adequ,>ce sample; 

- Sef. up card file a y r r a  of contacts as ihey 
a r e  d and rrmrinus adding to =his 
nefuork. 

141 To investigate and initiate use of 
gove2-zzf and c~srmercial databases as 
infomat ion sources: 

Obtain informarion from producers, 
cnlnmercial and governmental, of busines~ 
inforsation database, indnding co+is, 
hoirrs of service, seivirer offered, etc.: 

Decide which soerct's to t ry  eod learn 
pi~focoln io access selected systems; 

Pun several sample searches; 
Analyze results of  surrey ro determine 
i i p e d i  of small haslncrs p e i \ o n r  as htrcnd seminars on iising specific i e i v i c e r  
jdrniificd by ell concerned. and/or darabase; 

12) To idenrifg, rollecr, classify. and Continue ro investigate orher services like 
diss-rieure business information: DIALVG. 'JILSMLINE, s t ,  as they becone 

u r r q  litoratere of s e c ~ n d a i y  d a t a  sources 
relating r o  businrsa; 

lnvesiigar~ porsible clalsifiration schemes 
for iaaierislr, and identify most  usable. 
applicable sysren for rhr colleilion; 

Set up technical processing s y r r n .  for 
maccrials. and as ihey arrive, classify. 
PT-==SS and shelve them; 

S e t  np system to process and m u r e  bvriness 
periodicals; 

Cae collecrirm development @icy 
guidelines to to build a berrer 
iollecrion for serving the small business 
Cannunif> 

(3)  To drvelop and implewot a neivork or 
referral sysce, for inforsation from 
libr=rics. gourmnenr agencies and other 
inforsetion services, g .  business 
reference librarians, government agency 
librarians, researchers in business areas, 
and ~teff of sgencies ~rganired ro help 
businesses: 

Inrwvieu individuals already in~lved i n  
business infamarion services, e.6.. 
business ~ e f e r ~ , . ~ ~  librarians, gorernmenr 
agency librarianr, researchers in bmsinerr 
a r e a s ,  and staff of ag$ncier organized ro 
help businesrer; 

Plecc SBDC's >an* on neucletfer and 
brahvie railing lists of iomercial and 
RDYerNnenf publishrrr; 

available, pm.iblp subscribing to 
periodicair to learn of new canpUrer 
services and darabsrer end increase uiege 
of infoi.aiion ser*icer and dala banks, 

Orgaoiro file of searises run for foiure 
reference.  

(51  To obtain a d  disseminate business 
information from local, s t a t e ,  and fedaial 
govermnf sourcen as well as ~omver~irl 
publishers: 

Investigate publiralions of government and 
comerciel pubiirhers usefiil to small 
burines.; 

Obtain ~ulc~ple copies of free publications 
ro  d i s ~ ~ i n a f s  Zo wsiness anerllnanagPis 
and bwioesr counrplois or consultants; 

Dissepinafe order i"f0nnafimr for good 
sources requiring a fee for rheir 
publirarmns. 

(61 To -arkel %he service ro individuals 
involved with ssaf~ business in <he r r a i e :  

Assemble i n f o m i i o n  for n brochure 
describial rhc ~~rrices of rhe inforoarion 
scrvict end order rbr poblicarian printed: 

.lainfain derail& records to idenrify use 
pafieros of end mserr of this sen'ice; 

Record "94 of iof-ria* by rouicer, e.g.. 
iomporcrirrd databases, rradirirnal lihiarg 
sources, and sod usarz, e.g., couniy 
agents. sail bu~incsa clients. sraie. 
fed~ral, and l a d  gme-mt agency 
employees, e t c . ;  

Produce a se.isnnua1 s-ary of fhe 
accorrplirhaents of the infomation service; 



Locate @ailing lists to use for brochure 
distribution and distribute brochvre 
through direct mail, government agencies. 
and ocher iibrarylinfoinraiion *ervices; 

neveiop nevsirtter-iype articles on 
oniscanding publications or darabases for 
submission to SBDC newslerter editor as 
well as ro editors of orher newrlerrers 
sent to business persons in all areas of 
the s r a c e .  

(7) To quantify and publish accamplishments of 
the informarion service: 

. l a i n i s i n  detailed records to identify use 
pairerns of end userr of chis  service; 

Record use of infor~arion by sources, e.g.. 
carpuieiired daiabases, rradirional library 
sources, and end users. e.8.. covnry 
apenrs, snail business clients, stare ,  
federal. and local government agency 
employees, eic.; 

Produce a semiannual + w a r y  of the 
ac~omplishnenis of the information service. 

Soarca .  Susan C .  Awe.  ''The Wisconsin Small 
Business Drveiopmen~ Cenrer inforoarion 
S e r v x c e " ,  Special Libraries, Summer, 
1986, p p  154-155. 



Appendix I 

THE CENTER FOR ENTREPRENEURSHIP 
WICHITA STATE U N I V E R S I T Y  COURSE D E S C R I P T I O N  

Undergraduate Cwrses 
1600 
introduction to Entrepreneurship 

An introductory course designed to familiarize 
students with the world of small business, and analyze 
the personal strengths and weaknesses of students 
relative to launching an entrepreneurial career. Anen- 
tion is given to planning. financing, starting, and 
managing a new business. The course fulfills WSWs 
general education requirements. 

361 
Entrepreneurship: The Start-up 

Exploration of ways to own a business, including 
starting a new business. and buying a franchise or 
existing business. Students use the case study method 
of learning, conduct a market analysis, and generate a 
sales forecast. 

ME 4501 
Technical Entrepreneurship 

Integration of engineering and business skills to 
expose the engineering students to the steps mvolved 
in taking an idea from the prototype stage to the 
finished product in the marketplace. Business plans are 
developed around new products conceived by the 
engineering students. 

465 
Small Business Management 

Study of techniques of managing a small business. 
how to manage it successfully, what problems to 
expect the first year, and how to prepare for changes 
that occur as a company begins to mature. Relevant 
perspectives on marketing. finance, accwntinglwntrol, 
and operations are included. 

560 
Small Business Consulting 

Students gain experience in consulting with an 
existing small business, and work with the owner in 
teams. with the help of the instructor, to identity the 
problem, gather informatton, prdpose solutions, and 
assist the owner in the implementation. 

668 
Advanced Entrepreneurship - Venture Creation 

Identification and development of procedures for 
startinganew business, anddevelopment of a business 
plan including definition of the business, market 
analysis. and capital requirements. 

Graduate Courses 
868 
New Venture Feasibility Seminar 

Students learn methodsof selecting financial sources 
through the preparation of a comprehensive feasibility 
study. Topics include sources of capital. marketing 
analysis, pro-forma development, feasibility decision 
making, and preparation of a loan package 

893 
Organizational Innovation in Entrepreneurship 

Methods of incorporating the entrepreneurial spirit 
into the corporate setting are studied from a unique 
managerial point of view. The case study approach is 
used, and methods of encouraging and enhancing the 
creative problem-solving process within a department 
or company are studied. 

Seminars, Workshops, and Individual Studies 
The Center offers a variety of workshops, seminars. 

individual and group directed studies, and internships 
that can be specially tailored to the individual's educa- 
tional and entrepreneurial goals. 

Source:  The Center For Entrepreneurship-Wichi ta  S ta te  Univers i ty .  



Appendix J 

T H E  S T A T E D  PAST NEEDS OF SMALL BUSINESS I N  HAWAI I  

General management 

The owner is often unable to organize his 
business efficently and to delegate many 
of the details of operation to others who 
are specially qualified. Therefore, he 
has too much to do with t w  little time in 
which to do it; he "spreads himself t w  
thin," trying to do everything himself 
instead of delegating authority. 

Tha small businessman needs to be a 
generalist rather than a specialist so he 
can handle all the many aspects of his 
business well. He needs a good knowledge 
of his products, buying, selling, handling 
finances, and many other areas. 

There needs to he a good balance among the 
various functions (departments) within the 
company. Sometimes the businessman will 
devote much time to a few activities while 
neglecting or ignoring others which are 
also essential. 

There is need for more business management 
courses, with special emphasis on solving 
the problems of fi business. 

Small businessmen should utilize 
management consultanrs to survey their 
operaticns and make suggesrions for 
improvements. 

Small businessmen must learn to anticipate 
and plan for the future of their 
businesses; this area of planning ahead 
intelligently is much neglected in small 
business today. 

Before he derides to expand his business, 
the small businessman should either have 
or develop the ability to manage and work 
with people effectively. 

The expansion of a business needs to be 
carefully planned in advance. In general, 
it is unwise to expand into another line 
of business without previous experience in 
that 1 ine. 

The enterprise as a human organization has 
to be able to survive the lifespan of any 
one man. 

Frequently a small businessman 
unnecessarily drains capital from his 
business to pay excessive salaries to the 
officers of h i s  firm. 

The small businessman sometimes invests 
unwisely in expensive equipment that he 
actually doesn't need in his business. 

Fersunal extravagance by the owner of a 
s n a i l  busmess sometimes causes him 
serious trouble. 

Personal characteristics of the owner 

Hanagers need to have professional skills. 

Lack of education is a major handicap to 
the small businessman in Hawaii. 

The businessmen's personality may be 
offensive, and he may, therefore, tend to 
make enemies. 

The businessman must have good judgment 

The small businessman frequently regards 
himself as an expert in many fields when 
in fact he is not. 

The small businessman is by nature 
independent and detests controls and 
regulation by any outsider--therefore. it 
is sometimes hard to persuade him that he 
needs any help or should change his ways 
of doing things. 

Complacency on the part of some small 
businessmen causes them to be indifferent 
to their problems and to the need for 
solving them which would make their 
business operations more efficient. 

Financing 

Small business in Havvii is greatly 
hampered by a lack of sufficient capital. 
particularly for equity purposes. 

There must be additional permanent 
investment capital made available io small 
business as well as risk or venture-type 
capital. 

Apparently the greatest need for credit 
and loans on Oahu is in manufacturing, 
because the managers do nor hare 
available, concise, accurare records on 
which to base their loan requests. 

It is best to borrol. needed capital from a 
bank. 

There is great need for a liberal loan 
policy and a lending program designed 
specifically for +.all businesser--one 
that will he safe for them to participate 
in. 

It is frequently difficult for the small 
business to qualify a s  a good risk for a 
loan and to provide collateral for loans. 

Hore information should reach the small 
businessman abour the available sources of 
capital (e.g., a banking manual). 

Small business investmeat companies shouid 
be established in Hawaii. 



Financing (continued) Merchandising (continued) -- 
9. A continuous study of small business needs 

for credit in Hawaii and the extent to 
which they are being satisfied would be 
helpful. 

10. Small business needs special sources of 
credit and loans in recession or 
depression. 

11. Undercapitalization is prevalent in 
Hawaii. Also, firms frequently expand 
without sufficient capital to support 
them 

12. 'The small businessman needs fair and equal 
credit treatment from suppliers. 

13. Wholesalers in Hawaii no longer extend any 
credit to retailers. 

Business records --- - 
A lack of basic financial and cther 
records is prevalent among Hawaii's small 
bssinesses. 

Businessmen need to understand financial 
statements and the niceties of financial 
management. (Special courses might help). 

Accounting and costing systems, if any 
exist, are sometimes deficimr 

Susinessmen in the islands someiimes fail 
to properly estmate costs. 

The small business owner should use 
financial ratios in keeping a close 
current check on his operations. 

Merchandising 

The small bnsinessman complains that his 
customers are hard to satisfy; they want 
more sen'ices, lower prices, greater 
variety of merchandise, etc. 

?lerchandising methods used by many small 
businessmen in Hawaii are outdated and 
obsolere. 

The Hawaii businessman has a particularly 
difficult time in getting merchandise, 
because of the large shipping costs and 
great lengrh of tiare invoIved. 

A poor location can be fatal for a small 
business, for if a place of business is 
not convenient for prospective cusiomers, 
rhey will nor parionize it. Also a 
location that was once a g w d  one may no 
longer be so (e .g . .  dwnroun area, slum, 
declining neighborhood, erc.). 

5. Frequently a trade association can perform 
a useful service for the member 
businessman by pprmoting the products of 
the association membership as a whole, but 
many small businessmen do not join these 
associarions and benefit from their 
services. 

6. losses  from bad debts plague many 
businessmen. These can, of course, be 
especially hurtful to the very small 
business. They can be largely prevented 
by the businessman if he makes a thorough 
investigation of customers' credit ratings 
before granting credit. 

7 .  The small businessman needs help in 
learning how to "sell himself" and how to 
market his goods or services more 
effectively. 

8. Trchnological advances may shift 
consumers* preferences from one product 
(which firms have on hand) to a newly- 
deuelnpcd sabstiture incorporatirip, some 
improvement over the old one. 

9. The small businessman is prone to 
accumulate inventory in slow-moving items, 
thus uriecersarily tying up his working 
capital. Conversely, he may nor keep 
enough srock of his fasi-moving items, 
:hereby losing possible s a i e s .  Both of 
these mistakes could be  reve en red by 
adopting and using a system of inventory 
control, with periodic checks as to whac 
is on hand. then clevring our the 
"deadwood." 

10. Advertising is often neglected by smell 
business. Or, the advertising that is 
done is not placed %,here it will do the 
most good. From this it follows that 
businessmen need educatxon in the values 
of advertising, followed by assistance in 
its effective use. 

Market information 

1. Many small businessmen do not use the 
market information, services, and 
facilities that are elresdy available to 
help them. Among these sources of help 
are business publications, government 
reports, rrade associations, e t c .  

2 .  Businessmen should exchange information 
and technical knowledge for the benefit of 
all in rhe cmuniry- 

3 .  There is a great need for rhe counseling 
of the prospective businessman he 
plunges unprepared into the business 
world. He needs adequate 
preparation and training; or he needs to 
be told why he should go into business 
for himself. Both of rhese services would 
be equally valuable, to the individual 
businessman, ro his local community, and 
to the economy. 



business environment Competition (continued) 

1. A decline in business activity is very 
damaging to small business. 

2. Declining population on the neighbor 
islands is very detrimental to small 
business there, as indeed it would be 
anywhere. 

3. Fluctuations in world coffee prices have 
been disastrous to small businesses on the 
Island of Hawaii. 

Competition 

nonopolistic practices by big business 
undermine small businesses. 

There are too many small businesses in 
Hawaii. 

Laws regulating competition must be 
clarified and enforced. 

Price competition and discrimination are 
formidable problems to the independent 
businessman. 

Large business firms can lwer prices, 
even below cosr at times, thus causing the 
small businessman much difficulty if he 
cannot lower his price to the same level 
and keep operating. Usually, the small 
business cannot afford to drop prices 
below cost, because it cannot absorb 
losses as big business can. 

Big business sometimes receives unfair 
price concessions that give it a 
competitive advantage over small business. 

It is difficult for a small business to 
obtain the rights to sell the besr brand- 
name products, especially if established 
dealers already have exclusive rights. 

Chain stores, with their lower prices and 
wide selection, are a serious threat to 
small business. 

The strong trend toward supermarkets in 
Hawaii takes business ayay from the small 
grocer 

Foreign cmpetition frwr low-cost 
countries is damaging to the small 
business~nan in Hauaii, because he can't 
meet their prices. 

Small business cannor compere effectively 
for well-qualified employees because of 
its inability to offer as high salaries 
and benefirs as large corporations and 
government. 

Discriminatory freight rates are a 
problem, especially in Hawaii, because of 
its vicinsl remoteness. 

13. Government campetition against small 
business is unfair to the saall 
businessman. 

Labor 

Employees should be selected after a 
thorough review of their background, 
personality, and their suitability to the 
particular jobs available. 

It is vital that the businessman have good 
employee relations and that he be able to 
communicate effectively and continually 
with his employees. 

There is a need for wage stabilization so 
that e small business may effectively 
compete for labor on even terms uith other 
businesses, both small and large. 

Higher pay for labor is difficult for 
small businesses to provide wirhin their 
limited means. 

Sborter working hours demanded by labor 
are a handicap to the efficient business 
operation. 

The small businessman cannot afford to 
provide pensions for his employers. 

Government 

1. Government regulations frequently cause 
problems for the small businessman. 

2. The small businessman nerds to be given 
more and berter knowledge of government 
regulations. 

3. Conflicting policies and orders issuing 
from the many government agencies 
frequently cause great difficult!- and 
frustration for the small businessman. 

4 .  Government cmpetition with business is 
deeply resented. 

5. The loss of government contracts may be 
seriously damaging to e small business. 

Taxation 

1. The high incane and corporate t a x  rates 
na,  in effect prevent the accumulation of 
funds which can be reinvested in the 
busmess. 

2 .  High tax rates rend to depress incenrlves- 

3. High tax rates squeeze working capital and 
limit the development of operating 
facilities, thus limiting t h e  aro~th of 
business. 



Taxation (continued) -- 

High t a x e s  jeopardize t h e  perpe tu i ty  o f  
t h e  e n t e r p r i s e ;  t h i s  may f o r c e  its 
l i q u i d a t i o n  (and f requen t ly  does upon t h e  
d e a t h  of t h e  owner). 

E s t a t e  t a x e s  are s o  high tha t  t h e y  are 
s t r a n g l i n g  small business .  

The presen t  tax system i n  Hawaii is very 
p u n i t i v e  t o  small business  ( e . g . ,  
pyramiding t a x e s ) .  

Federal  f l a t - r a t e  t axes  are much more 
r e g r e s s i v e  on small than on large 
business. 

Excise t axes ,  which are  levied on some 
products  and not  on o t h e r s ,  are u n f a i r  t o  
t h e  s e l l e r s  of t h e  taxed products because 
of t h e  p r i c e  inc rease  t h u s  e f f e c t e d  on 
those  products .  

Tax laws must be g r e a t l y  s impl i f i ed  and 
c l a r i f i e d ,  so small businesses  w i l l  not 
need t o  "consult a b a t t e r y  of rax advise rs  
be fore  each bnsiness  decis ion, ' '  as a t  
p resen t .  Record keeping and preparing of 
t h e  r e t u r n  also need sc ru t iny  and 
rev i s ion .  

Excerpted from 5 s  i_n t h e  Hawaiian 
E m ,  Universi ty  of Hawaii, Economic Research 
Center ,  1963, pp.  75-81. 



Appendix K 

PAST MAJOR PROBLEM AREAS 

- 
No. of No. of 
Cases Spec i f i c  Problems m e c i f i c  Problems 

1. Personal C h a r a c t e r i s t i c s :  6 .  

23 Inappropriate  experience 
8 Personal i ty ,  knowledge 
4 Fa i lu re  t o  t a k e  advice  
2  Language d i f f i c u l t y  
1 Excessive d r ink ing  

2. Records and Expenses: 

16 Contro l l ing  expenses, 
f inanc ia l  management 7 .  

12 Poor accounting, 
inadequate records 

5 Non-payment of taxes 
2 High c o s t s  o r  r en t  

3. Market Conditions: 

Competition 
Locat ion, parking 8.  
Changing economy 
Inadequae volume 
Market o r  p r i c e  

f luc tua t ions  
Leases 
Gett ing goods and 

raw mate r i a l s  
Government l i censes  9 .  
Business d e c l i n e  
High t axes  

4.  Merchandising: 

7 Pr ic ing  methods 
7 Service 10. 
5 Merchandising methods, 

genera 1 
2 Merchandise q u a l i t y  

and v a r i e t y  
I Low p r o f i t  margin 

5.  Financing: 

13 Working c a p i t a l  
4 Fixed c a p i t a l  

Neglect of Business: 

5 Outside i n t e r e s t s ,  p a r t - t i m e  
bus iness  

5 Lack o r  l o s s  of i n t e r e s t  
4 Incapac i t a t ion  of owner 

( i l l n e s s ,  acc iden t ,  o r  d e a t h )  
3 Old age, slowing down 
1 Absentee management 
1 Poor maintenance 

Dishonesty, Fraud, o r  
Questionable P rac t i ces :  

10 Personal withdrawal of 
bus iness  funds 

5 owner's dishonesty 
4 Other ' s  dishonesty 

(employees, a s s o c i a t e s )  

General Management: 

5 Management disagreement 
3 No advance planning 
3 Long hours,  much work 
2 Old-fashioned methods o f  

opera t  ion 

Personnel:  

8 Handling employees 
3 Keeping good employees 
3 Get t ing  good employees 

( s c a r c i t y ,  s e l e c t i o n ,  e t c . )  

Market Information: 

7 No knowledge of market ox 
market research 

4 Inventory cont ro l  
1 F a i l u r e  t o  use a v a i l a b l e  

informat ion 

4 Excess ive borrowing Excerpted from Small ~ ~ . . ~  ~...~~ Business  .......... ~ in~the.Hawnii?lj 
1 Excessive f i xed  assets  Economy, ~ ~ pp. 257-258. 

126 



Appendix L 

CURRENT MEMBERS OF THE GSBAC 

Private Sector 

Mrs. Bette Tatum, Chairperson 
National Federation of Independent 

Businesses/Hawaii 

Mr. Desmond Byrne 
Computab 

Ms. Momi Cazimero 
Hawaiian Business/Professional Assoc. 

Mr. Thomas S. Evans 
The Chamber of Commerce of Hawaii 

Mr. Charles Lum, District Manager 
U.S. Small Business Administration 

Mr. Tim Lyons 
Hawaii Business League 

Mr. Cliff Slater 
Marii Divers of Hawaii, Ltd. 

?lr . Sam Slom 
Small Business Hawaii 

Public Sector 

Mr. Robert Alm 
Director, of Commerce h Consumer Affairs 

Mr. Richard F. Kahle, Jr. 
Director of Taxation 

Mr. Russell Nagata, Comptroller 
Dept. of Accounting & General Services 

Mr. Mario Ramil 
Director of Labor & Industrial Relatrons 

Mr. Roger A. Ulvellng, Director 
Dept. of Busrness & Econom~c nevclopment 



Appendix M 

HAWAII STATE DEPARTMENT O F  ACCOUNTING AND GENERAL SERVICES 
COMMENTS O N  MODEL PROMPT PAY LEGISLATION 

HODEL PROIIPT PAY LEGISLATIOW 

Ill It is the policy of this s t a t e  or commonwealth 
that all bills owed by s t a t e  deparrrrenrs, in- 
stitutions and agencies shall be  aid proiaptly. 
No stare o~ c m n u e a l r h  depuiteeni, 
insrirurion, agency, or project supported in 
whole or in part by stare or commonwealth 
Fun&, rhall be exempt from rhe of 
this statute. 

12) Ail bills shsll be paid within 30 calendar dayr 
of receipt of invoice, except as provided in 
(31 and (71. 

( 3 )  Where the s f a c e  or carnunwealth, o i  a project 
sponsored by the scare  or comonveslih funds. 
puri1iaies m e a t  and "mar products, fish and 
shellfish, edible fresh or frozen pouiiiy, 
poultry meat  Food products, fresh eggs and 
perishable esg product$, bills shall be paid 
within 7 calendar days. Paymenis for 
groceries, u~geiabier, fresh fruit, and orher 
prrisheblrs shall be made with 10 calendar 
days. Fur other iedusrrier virh common pap-nr 
prdcfices of less than 30 calendsi days. rhe 
s t a t e  or comnwealrh shall comply viih indur- 
i i y  terms. 

(i) Inrerest penalties shall be paid auiomaiiially 
when bills become overdue, Ir shall be op ro 
each state o r  iommon.Pairh agency, and <.ail, 
pro)ecc adrninisreiing riare ar iommonuea1:h 
funds. t o  ialculate and pay m i e r r s t  
ulianaii~ully at the rime peyrnent is made an 
'he principal. hierest peymenrs shall acrom- 
pany payment of net due for goods and s e r v x c r r .  
Agencirs rhall not  require companies ro 
petition, invoice. bill, or "air any additional 
iiiyr to receive inieresr due. 

( 5 )  Partial payment shall be made on partial 
deliveries. Each complete item or s e r v i c e  must 
be paid for vifhin 30 calendar dari o i  in a=- 
coreance with (3) above. 

( 6 )  All proper drliverier end complered services 
shsll be received or accepted promptly and 
proper receiving and acceptance reports shall 
be forwarded ro payneni ~ffices virhin 3 days 
of delivery of goods or cwpletion of ssrvire. 

(71 Payment shall be due on the dare on uhxch the 
agency or office designared by <he agency io 
first receive such invoice acrually receiver 
ih* invoice or receiver tb, good. or rerricer. 
ihicksier is larer. The 30. !o, and 7 calendar 
day perrods shall be iranridered as "grace 
periods" during which all invoices shall 
be paid. 

CO?l?!Lm OF DAGS RELATING TO CERTAIN 
PROVIS~~YS OF THE noOEL PROEIPT PAY 

IEG1SLAT:ON 

(1) Section 103-10, HRS, which piwiden char 
payment shall be made no l a t e r  :ha" 6 5  dayr. is 
applicable to all Stale agencies and the 
counties. 

(2) The current srarurory requirement of 65 days 
should not be reduced t o  30 days. Sone of the 
considerations chat should be taken into ec -  
count are the sire of State government, 
preferences gwen io local businesses, and low 
colleiiion risks for vendors. 

I special preferences ihouid nor be given ro  any 
part~culai i n d u s t r y  

( 5 )  The Siaie does make payments on pvrr:al 
deliveries. 

(6) Because of the vide range in the i i z e  of 
departments. procureinenr r i n i c t u i e  of dcprrr- 
menrr and locations of deliveries, it 1s b e s i  
for each deparrmenr lo rec iis w n  siandardr. 

(7) Payment should not be consid~red <E? on 
invoice-receipt daie in che sense chat paymenr 
a f i e r  ihac daie would be considered !are .  
Sati~facrory delivery or reiexpi of proper 
.n,.oice, rh,cher.r 1. : a c e s .  *3:Sk:>>5+s w. but nmt due dare. 

(81 The gate of interesi paid by the r r a r e  or r m -  Is] interest rsrrr should not he :he various 
monvealrh shall be rhe one counmnly charged r o  vendors' rarer; any inrerest rare should apply 
ail the rendcr's customers The rare of in- eguirably r o  a11 vendors. 
csresc charged by the vendor may be eq~rl to 
The vendor's cost  of rhorr-rein money. Lor no: 
hrgher. Vendor is required to rhs l i i -  

i r r r r i  i a r e  on the invoice. 



Unpaid interest penalties w e d  to vendorr shall 
compound evciy month. 

These rules shall apply to all purchaser. 
leases, ienfals, contracis for seruzcer. 
ccnrriucfion, repairs, and remodeling. 

So diriaiin~ offered by a vendor rhall be taken 
by the state or romnonueslth, or by a project 
manager aainisieiing a s ta re  or commonwealth- 
supported project, unless full payewnr is made 
wiihin the discount period. in the event a 
discount ia taken later, inreresf shall accrue 
on the unpaid balance fza. the day the discounr 
offer expired. 

lniereri rhall be paid from fund. already ap- 
propriated lo rhe offending depaicmenc, in- 
iiifution or agency or granted ro i h e  s c a t e  or 
comnuealth-supported pro jec t .  If more than 
one departaenr. inrrituiion o r  agency has 
caused a late paymenr, each rhall bear a 
piopoirional share of the interest penalty. No 
inieiesi shall be charged direicly back :o the 
s t a r e  or corninanwealth's general funds. 

i n  insruncps where invoice is filled our 
~ncoirecfly, or where there is any defecr or 
impropr3ery in an invoice submitted, ihe acace 
or comnwealih depaimenr, institution, 
IXC" 'Y .  or the s t a r e  or commonuealfh-s:,pporred 
pcojrcr. shall contact ihe vendor i n  writing 
u~ihin 10 days of receiving ihe invoice. An 
r x r o i  on the vendor's invoice, if coiiecred by 
the vendor within S working dayr of being c m -  
iacred by the agency, rhall nor iesuli in t h e  
%?odor bring paid late. 

Checks shall be mailed ar iiunsmiirrd on r h r  
same day for which the ch~ck is dared. 

liiis s i d i u t e  su:horizer no new approprlri~oii to 
cover  iriieresr penalties. ~eiihrr s:aie or 
commonrealth deparimeni*, insiiiuiions and 
agencies nor stare or camonuenlrl~-sopporied 
projects %hall reek to increase appropii+rioas 
for the purpose of ohtaming funds ro pay in- 
terest pma1ties. 

Payment of inreresi pens1tles may be posiponed 
when prymeni an principal is delayed because of 
idisagreement berueen rhe s i a r e  or cornmonr.eal:h 
and the vendor. However, in ihe event of n 
dispute, the dispuie rhall be reriled w i t h i n  30 
dvyr afrer inreresi penalties could begin to be 
assessed. A t  the resolution of any d:spuie. 
vendors shall auto.arica11); receive inirresi on 
all proper invoicer nor  aid for as provided in 
( 2 )  vxihin 30 calendar days (or riih 7 calendar 
dayr in the case of near and m e a t  products (as 
defined in ( 3 ) ) .  or within 10 calendar days for 
groceries. rriyerablra, fresh frui: and ocher 
perishables). 

On small purchaser of 1500 or less, the s i a t e  
or  r-mwealch, ax scale OK conmi-iedlih- 
supported piojerr rhall wherever possible: ( A )  
make payment by carh-on-delivery, or !a) make 
payinenr by 10 calendar days a frer  receipi or 
oiiepisnir of the 804s. 

niir i r a t u i e  rhall in no way be ionscriied ro 
piohibii the s t a t e  or iwomonwealrh fioa, making 
dranc-d psyiucnia. progress psymenrs, c i  f r m  
prepaying uhcre c i icmstsnces  make such 
FaY-evis appropriate. hi1 such payrnrnir rhail 
t.o -ade Frompiiy and a r e  rub~Eri lo i n i e r r \ *  
pc""1izcs when raysent  i s  lace 

(10) The Sraie  srarure applies to all puich~es of 
goods and services from vendors. 

(12) The current piacrice is :hat each department in 
paying its share of inrerest o u t  of appro- 
priared funds. 

( i b )  This provision is noi nreded iaod would nor 
even be eppropriaie) if invoice is acted 
upon separately and indepondeaily of ocher in- 
voice* of rhr same vendor. 



(19) where construction. repair and remodeling ( 1 9 )  This also appears to be an aibiirvry provision, 
paymenis are subject ro retainage. interesi withour a rtaied jusrificstion. Retainages 
penaities shall accrue on rerained amounts +hould be due J* oiher liabilities are due 
beginning 30 calendar days after subsranrial (i.e.. within the stated period s f r e r  the 
completion by the concracror(s) uniers othei- liability is incurred). not on s m e  arbiiraiy 
wire provided by the coniract. uhen a prime judgment of "rubsrvniial cornpierion'' 
coii i racioi  viihholds retainage from a subcon- 
tractor or supplier, the race of such rerainage AS foc relainage arrangements berveen a prime 
shall bs no higher ihan the i a r e  the government conrractoi and a rubcontracior, those ar -  
uirhheid from the prime conirartor.  rangemenfs rhouid be left up :o ihose two 

( 2 0 )  Any coniracr awarded or supporied ;n whole or 
in part by scare or co-wealth funds shall 
include a payment ~ h i c h  obligaiea rhe 

conrracror to peg *ach nutccniractoi 
(inciudirg a materials suppl~er) as provided in 
:his p r a ~ ~ a p h .  A vendor rho her received 
payment fiwr the s t a t e  oz cornnunwealth shall 
pay each subconiractai (including a mareriais 
supplier) viihin 7 days oui of amounts paid t o  
the vendor by the s t a t e  or conaoonvealrh for 
uoik performed by the nubconrrarior or supplier 
undei iha conrraci. if the vendor does not 
make che psynenr viihin char :<me period. the 
vendor shall pay inierear to the subccn;iacroi 
3s provided by sections L 8 of this A i i .  A 
vendor's obl~gaiion to pay ,an inrcresi p e n a l r y  
10 (1 i: ibconriacl-oi  puisuarii to the payment 

in ;his sec t ion  may be consirued r o  
be an  obligation if %he s t a i r  or commonvealih. 
A c u n r r a c i  inodificsiio? say n c i  be made ioi it:. 
purpose of piovlding reimbursemmr ci such :n- 
i r , r e s i  p e n s l r y .  R cost relmburimeni ciain, may 
r i o i  inciude any a w ~ u n r  for reiioburserncnr of 
such Interest penalty. 

(22: ~ h e n e v e i  a vendor brings formal ad*inisrrarire 
aciion or iudiclal aciion r o  collect l n r s r e s r  
due under :his Act, should :he vendor pirvall. 
t h e  s i a r e  or romonweairh is required r o  PSY 
any iearoavble vrioraey toes. 

123) SCale or camenwealth agemiles making purchase 
for projects using Federal funds shell adke no 
piiichasri vrrhour final assurance of Federal 
funds to cover c o s t  of purchases. *here the 
dare of payment ca vendors is coniingeni on i h e  
receipt of rcderal funds of iederai approval, 
the ra:iiirarion of bids f o r  canriacis and any 
contracts avarded shall cleaily r r a i e  char 
payment i s  conringenr on such iondirions. 

( Z L )  Each January, chs riaveinor shall submii a ( 2 I )  ( S a m  coinmeni as for (21) shave . )  
report LO the s t a t e  or commnvealth legislature 
r-aiiiing the siate or canmonvealih's payment 
record for ihe preceding year. Jnc!udrrd in the 
report s h a l l  hr ( A )  rha nusber anddollar 
annuni of she late payments by department. m- 
stiturion and agency. ( 0 )  the m u n t s  of in- 
terest paid. (C) ihe percents { A )  snd ( B I  are 
of the :oral number of purchases m d  the icrsf 
doilais spent on piocuieisent 01 all goods and 
s e r v i c e s ,  and (D) specific rieps being cake" ro 
reduce ; h e  incidence of l a c e  p a y m e n r s ~  

i Z S !  This s : a i u i e  shall be effective nr she begin- 
ning of rhe ririe'r ~a*o;~~-~alih'r "err 
f:s:sl y r a r  and shall apply to all parmenis due 
0 x 7  C i  ai:er i h a r  date. 
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Illinois Statutes 

i u  h v l  ol -llblahmni of h , ~ ~ b . m ,  S S C ~  ne-w ik-, purrhrrr. 
?-nw.uan a nnrwPztm" irsu*ud -,Ih U1 m u  .n* smnun, 

iZ1 Erunu?ed m u  rminitnmre of ihp 4 r-fn- m r l h l  uliliiY 
c a r e  md mrrr 0, h n m g .  

(3, Em(nnlcd Wac* .nt dyi n- for Ur naubsmr nrnwrr md nisud 
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ibl if rrur p.(ammg ih. due- i *p"rnd by r v b u l a n  , h i  ih. Bard bur 
m m s  %hat kxw- d ihr pmvny ~ n e r  rarldenDan u r rmzli bilsiM* 
*ub.(or s k d k  ih Ravd =hail innrmn . q y  sf Ihr h i r s b i l l ~  
.ady u, lh. ~rpuvn- .lons ~lih puun i- ihp ~ r r m m o m l  unit. 
m,,prorn arprnlvlan *lunwmll nuu&"uo" W"1rnC dniprruon of Uir 
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ulr or iu *cot -7 hold rnir t. Ihr m b r i o r  I ~ i t i l ~  0,-j k tk & . m y  
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Michigan Statutes 

126.1671. Short * 
k. 1. Ihu ,et .ha h b m n  ud m y  h ad " the "Miibigsn 

bur- i K u b . 6 ~  ut". 
PIlw Na 1% I I. I d .  M f.lh I 

.,WHEREAS, M i c h i ~ m ' ~  small bvsinessea up - i k i ~ ~ I  md imporianf p u l  of the r w ' s  

- ~ 

which 10"" ihr foundation of Mvh igank  -0- 

my; and 
"WHERE4.S. the v x t  majority of nevi job 

-ted in UUP slate ue created bg small bust  

"2 T. m+. rruting ud ffomn b - b  
,elated Stn,"ln. a d  rr*hoolu. 

"3. To adna, L% Gormol snd the Carr 

"5. To ~vggest ~ o t i p l  whkk to expand 
the m k  of *"ail kine-  md ontrepre - Ulmughout state government 

"6.  To &om, swh &her related ldviaoy 

mrh.brd by a d  b u s h s  owners md en- 
pm- h o d  opoptkp  fvndr for & Ym* 
h d the C o m m k i m  rhnll h W a d e d  in & 
b d @  of the Cmnmme DcpNnenL 

-1, h fnzthe, ordmd that .U stow depart. 
ud age- m o p r a t e  6tb th. Cornmi+ 

s h  ia the perfwmuln of i~ ~ p n s i b i l i t k s  
md *." 

. . 
Sr S. 111 U p  m i p t  of a +tan fmm I mmmvnity brid  pursu- 

mt to rrriorrrio 5: thc drpv~nsnt ahnil dcsimsu.  in whole or in pnn not 
man ihur 10 .-, a n & y  r u . n f  building% * bus inc l~  imubltion 
- n u n  far & porpoa. a icmur&g md urirting, u d ~ v r i h d  in this 
ut. lB r a u b l i r h m t  ud cxpuirion of small burinessn viithin this 
8-w. A mmmonifg bard d c s n i M  in wctlon 4,'. local g o v e m m e o ~ i  

6, Am ."- by 2 m mow pximn* k l  gwernmentll unit% or 
1 )gJ gmrmnxntd Doit u1d i t  k t  I edurruonal uniq n c h  of shieh 
x g n a  to -mi* -ly a is k"d to the -our. 

w Am ."ppoNd by lool npmmlltivr. of bwi-. hbn, .nd 
ed- 
(d) Rrre rulsod.1 wmimmt of it k t  %% of the pmoju(cd "nrrim- 

b d  nali of & raubbhmmf .nd m i n l l ~ l n n  of thc o?o*r fm ' 
%Ye.. piad. A. urcd . %hi$ ~"bdiri.ion: 



(2) If, nfter prfonning the dvtxr rpquved by suh%ction (I), th. board 
deteminaa Uut . brignation of the bbvding under wnriden6on u 1 
b w i n e s  incubbon rrnur is deshblc urd p s i b k .  the hr bovdhrll 
~etimn the department for the dmimabon. 
Y hi%. Ne. 198. ( l, lmd. EII Jvig 3 

125.2576. f - ib i i l~  nudy: nounr.tion of deialon; m~ppli-tion 
Sn. 6 111 AItn  Filing peuuon pursusni to 3-0" 5.' the mmmvnr 

4 b a r &  io cvo-run nih Uie hpulment ,  ~ h d l  ronduet md mmplerr 
s n h  180 o l r n d v d . ] ~  an mdcpth cenur fcssibdity study. Th. study 
shall ineiud., hut na bc limifPd fa. 111 of tbe tonouing frctorr 

1.1 N-vg k, purchase, ~nov."on. or r n s ~ v N o o  NU. 
@I Ertim.ud -w mat. for inrrr. of th. m r .  
ICI Ewnl ted  *ca". 
Id) B h U d  w e  or da rJ  "te, of fumm rmployccs of tAe e n i n ,  

md"4ing . building mmagrr. meptbnLf type ud d e  d. 
I d  B t i m l t d  inmmc for the r r m r .  i x l u d i  ihr c s t i d  m . 1  

goal rot+* ud ** IPpmpnr&~, ud, if nmraw. th. em 0% 

rh.ndnp. 
ID Rol- d .tex&g ."itlbk boain- b th. center 
W Th. d%tY d Lbr mmmunie to pmndc messsv  suppat fw Ur 

n n f n .  hhdiw he m limited to, mhhlul mllfmrr md maUog. 
us*- b . n m t b g  rmploycn, a inm b r rbo i ing .  bus- -"- b b U 6 m  --.p, md h&,,, f ~ i M * r  

1 8  W i  $0 cJradu dsp &r w r n p l t k  oi Ur f e u l b W  
t h r ~ n r , h r d m p o n t h r s ~ m d t h e d n r r i . ~ f o N , b x m a D  
8.' sh.8 m* Lbr banl of i t .  dcirhrrr I Ur bp.Zmnt doa w 
d n i p t e  Uu tddhg u h & w  Muhmdoo -ter, the d w  
s h l i l w ( f a f h U r r r u a a f o r i t r ~ p . b i t r m t i f ~ u u n W u r m U r  
bprd A I.?& m. ocm.5. =.par nu, n.ppw ra desiem * of * br.iklhp r h n  nrru-umr x h k h  bd to itr ioiinl **rran 
b"+ k. =mdnl 
P A  1%. NP i s .  1 5  ima Eli Job I 

: h i = , %  
t-,z,,s,% 

I*) lk iw of W Dut th. ~ u y l ~ ~ o t  I r h o  to r w  or c i p n d  
@I AD n v m v  dih numhr  of r n p h j r c r  01. aipi~ranr r J l  & ul 

(ails existing buskss  b a t e d  rahin this at l *  k not eligibk w 
p.rddp.t. in fhebmhM "rubation program unless s v d r e r  h m o t d  

125.1579. Evh.lian of renter .pplicmla; nofificatim 
Sn. 9. 11) A m m v n i t y  boYd s h d  cvdurte ipp l ianu  who want to 

.Urt or r-d . Brn.11 b",i"e=4 lod (o I-* nib" the businna 
mcvbrtioo mln bvpd upon. but not t i m i d  (o. all of ihe foliowing 
fa-: 

1.1 Th. &bhmd that &e huabess d l  be prof-blc. 
(bl Whthe, th produn Uut -odd k mnnufanumd, or the l i r ~ c e  

th.f -Id b, re- -Id br ntr or impmvcd to the SUM or the - 
Id ibt p o - d d  mkeub83it7 of th. product or semklr. 
(dl ibt Lllriibmd fh.t th. bvainnr dl genemte a aignKcant ovmbcr 

of "e. job. m6 na &in.* euaiing job*. 
(c) nU Wl&hmd *f nex jobs grn~rnted wili k filled by pnou 

aho pnwnu~ us rmempioyrd or v h  aiulia irr not in -t drmlnd. 
(fl n* Illdihmd h.t th. bwthn.  will not k rUMd if the syp lhn t  

i not -ud into th. kina8 U1CYbtiw center 
m A boud ,NI f a u d  to rich WE-t w h o ~ e  ~pp~icl t ion it re+ 

noix. d iu mj&k, loger)rr with th. mnaw for iht m W o n  
($1 A boy6 *h.II 1 4  to n c h  k 4  pov~rnmrnul unit Urt h u  

qred m m n m i  montv i tv  or b kind to iht cents and w nch 
. , i h  a fwon6)i m~u.tra mtiratioo of ifs decialon and of akfb 
n or oa 8- obt. to -pt Ur .ppliesnL 
PAIW N* 1% I s. ~d m. I+ 8. 

125.IW. h a d  men; mm-nt ronrulun* 
SLL ta (It A -tm* boYd m *port in sn t ing  i t  1-t 'no* 

* t o l k ~ o . t h . ~ o f t h . b o d a n d ~ c c n ~ .  ibt 
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125.1581. I *a.rh 
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1.1 Rr m r ~  rhia -c M br deunnrrrd by the boud ?hc 
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let Y.ir ""? die,, " *u m * prr-t looom no, I.** 
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lo *,s mMkwD. "wqp" a- <"oar wrmn yrrndd 
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125.1583. St.1. fundint 
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